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The public utility system of 


Standard Gas and Electric 
Company 


includes 


The California Oregon Power Company 
Duquesne Light Company (Pittsburgh) 
Equitable Gas Company (Pittsburgh) 
Kentucky West Virginia Gas Company 
Louisville Gas and Electric Company 
Market St. Railway Company (San Francisco) 
Mountain States Power Company 

Northern States Power Company 
-Oklahoma Gas and Electric Company 
Philadelphia Company 

Pittsburgh Railways Company 

San Diego Cons. Gas and Electric Corapany 
Southern Colorado Power Company 
Wisconsin Public Service Corporation 
Wisconsin Valley Electric Company 





serving 1,662 cities and towns of twenty states . . . combined 
population 6,000,000... total customers 1,603,403... installed 
generating capacity 1,587,682 kilowatts . . . properties oper- 
ate under the direction of Byllesby Engineering and Manage- 


ment Corporation, the: Company's wholly-owned subsidiary. 
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Miracle Worker, ace 8 


His little hands hold the instrument tightly; his 
small, confident voice speaks eagerly into the 
mouthpiece. And as simply as that, he talks to 
his friend who lives around the corner, or to 
his Granny in a distant city . . . achievements 
which, not so many years ago, would have 
seemed miraculous. 

These miracles he takes as a matter of course, 
in the stride of his carefree days. You yourself 
probably accept the telephone just as casually. 
Seldom do you realize what extraordinary powers 
it gives you. You use it daily for a dozen 
different purposes. For friendly chats. For 





business calls. To save steps, time and trouble. 

At this very moment, somewhere, your voice 
would be the most welcome music in the world. 
Some one would find happiness in knowing where 
you are and how you are. Some one would say 
gratefully, sincerely —“I was wishing you’d call.” 

From among more than seventeen million 
telephones in this country, the very one you 
want will be connected quickly and efficiently 
with the telephone in your home or office. 

Your telephone is the modern miracle which 
permits you to range where you will—talk with 
whom you will—at any hour of the day or night. 


AMERICAN TELEPHONE AND TELEGRAPH COMPANY 
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The Wholesale Electric Business in the 


Depression 
By L. G. CANNON 


in the development of a mechanized 

civilization in the United States, 
which for over three years has been 
steadily succumbing to an attack of 
paralysis, the electric light and power 
utilities, as an industry, appear to have 
come off remarkably whole and sound 
thus far. True, these utilities in all 
their ramifications, particularly in their 
corporate arrangements, have not en- 
tirely withstood the acid test of the de- 
pression, but, as they comprise one of 
the country’s basic industries, they have 
elicited some admiration, engendered 
some envy and distrust, and withal have 
apparently justified being termed natural 
monopolies. 

But almost invisible to the eye that 
judges the electric utilities by a casual 
glance at their balance sheets and income 
statements, there is a withered append- 
age, which, while by no means symp- 
tomatic of eventual decadence of the 
entire industry, is worth diagnosing. 


[ view of the part they have played 





1“Wholesale power and light sales” is regarded as a 
misnomer by utility technicians. The expressions used 


The situation merits analysis for no 
other reason than to provide a study of 
the utilities’ ability to adjust themselves 
to deflated conditions, “depression psy- 
chology,” and the difficult task of meet- 
ing competitive threats within the limits 
imposed on publicly regulated enter- 
prises. The field in question is that con- 
cerned with the sales of wholesale power 
and light service. Laying aside doubt- 
ful considerations of cause and effect, 
in so far as the utilities may have be- 
come enmeshed in a web of their own 
weaving through excessive promotion 
of the mechanization program of indus- 
try, the fact remains that the shrinkage 
in their gross operating revenues and 
volume of business since the depression 
has set in has been almost entirely at- 
tributable to decreased wholesale power 
and light sales to industrial consumers. 
The term “wholesale power and light 
sales”! ordinarily connotes sales to in- 
dustrial consumers, electric railway sales, 





in the industry to cover this aspect of the business are: 
(1) large commercial power and light sales; (2) electric 
railway sales; and (3) municipal sales. 
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and gate-way sales to municipalities 
(all strictly competitive forms of busi- 
ness), but in the following description of 
the wholesale power problem the term 
will be taken to denote only industrial 
business. 

That the wholesale business of the 
utilities has fallen off as the wheels of 
industry have slowed down is not re- 
markable. It is readily understood by 
the student of economics that this busi- 
ness is of the derived-demand type which 
reacts unfailingly to the movements of 
the industrial business cycle. What has 
been remarkable thus far in the depres- 
sion has been the contrast between the 
behavior of the wholesale business and 
the domestic business. Apparently de- 
fying the trends of the wholesale power 
business of the utilities, as well as the 
tendencies of all lines of commercial and 
industrial activity in the country, the 
domestic electric business has not only 
continued to provide the utilities with 
almost as much revenue as in pre- 
depression years but has consistently 
increased in volume throughout the 
period of declining markets. The do- 
mestic or residential market has been a 
veritable “backlog.” To this seeming 
paradox of their business the electric 
utilities very largely owe their present 
relative stability. 


The Facts of the Case 


In comparative statistics for 1929 and 
1932 this paradoxical situation is re- 
vealed.?, Based on the peak of 1929, 
the wholesale electric business in 1932 
has declined 30% in volume of sales and 


2 Electrical World, January 7, 1933. 

3 Increased domestic consumption and revenues have 
been ascribed to various factors: (1) increased use of 
appliances; (2) people staying at home more; (3) 
doubling up of families; (4) more use of electric appli- 
ances as substitute services, such as washing machines, 
irons, etc. Probably each of these factors in varying 
measure is responsible for the increases. Evidence of 
the influence of the third item is the fact that the num- 


22.5% in revenue. On the other hand, 
the domestic business has shown in the 
same period an increase of 22.4% in 
sales and an increase of 8.3% in revenue. 
As a result of the opposing movements of 
these two classes of business, the per- 
centage of wholesale sales to total sales 
(in kw. hrs.) has declined from 58.8% in 
1929 to 48.8% in 1932, while the per- 
centage of domestic to total sales has 
increased from 12.98% (1929) to 18.87% 
(1932). In point of revenues the per- 
centage of wholesale revenues to total 
operating earnings has fallen in this 
period from 29.2% to 24%, while the 
percentage of domestic revenues has 
advanced from 29.4% in 1929 to 34% in 
1932.5 For the two classes of business 
the decline in sales has amounted to 
20.6%, while the revenues have de- 
creased only 7.07%. 

In addition to the recession of the 
wholesale power business, assignable in 
the final analysis to the freezing up of 
public buying power and buyer interest, 
the electric utilities in the metropolitan 
areas have had cause to blame the de- 
pression for giving fresh impetus to the 
movement of decentralization of indus- 
try. 

Falling markets in the large cities, 
which in normal times were thought to 
be served best and most cheaply by pro- 
duction facilities located in close prox- 
imity to these cities, together with in- 
creased taxes and the mounting impor- 
tance of overhead costs of all kinds rela- 
tive to total operating costs, have been 
the major factors produced by the de- 


ber of domestic customers served by the member utili- 
ties of the N. E. L. A. declined from 20,149,352 in 1930 
to 20,084,582 in 1931. (In the 12-month period ending 
September 30, 1932 there was a 1.7% decrease in number 
of domestic customers compared with the corresponding 
previous 12-month period.) Evidence of a shifting con- 
dition in the housing field is found in the fact that the 
number of people in electrically lighted houses decreased 
approximately .006% from 1931 to 1932 (see n. 2 
above). 
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pression which have accelerated removal 
of industrial plants to rural communi- 
ties. In Chicago alone the market for 
industrial products has contracted not 
only because of reduced buying power 
but because of a decrease in growth of 
population. This latter condition has 
been attributed by the Chicago Regional 
Planning Association to various factors:! 
(1) hundreds of families have left the 
city to settle on farms; (2) the normal 
population increase from rural dwellers 
moving to the city has not been in evi- 
dence; (3) immigration has decreased; 
(4) marriages have been fewer; and (5) 
birth rates lower. 

What has been the loss in industrial 
customers to the metropolitan central 
station companies would seem to have 
been the gain of the utilities in the far 
flung regions. Where the corporate in- 
terests of the metropolitan and rural 
companies have been close and their 
generating facilities have been inter- 
connected and used jointly, the loss and 
gain of these two types of companies 
have merely equalized. But where the 
movement of industry has forced a re- 
dundancy of capital, some utilities have 
suffered a net loss, which in turn has 
been reflected throughout the entire 
electric utility field in a general impair- 
ment of credit standing. Curiously 
enough, the decentralization of industry 
would probably never have become at 
all pronounced if the advances in the art 
of distributing electricity had not made 
cheap power readily available in prac- 
tically every hamlet in the country. In 
this respect some utilities may have 
been responsible for their own misfor- 
tunes. 

Losses in operating revenues through 
defections and distress in the ranks of 
industrial customers were not felt by the 
utilities until well into 1931. In fact, 


4 Chicago Daily Tribune, December 26, 1932, p. 1. 


revenues in 1930 actually increased 
above the level of 1929, as a result, in 
part, of an increase in the number of 
industrial consumers and further be- 
cause of the attempts of industry to 
remain on a large-scale production basis 
by the simple expedient of lowering 
prices to reach and hold ultimate con- 
sumers of manufactured goods. When 
consumer buying of production goods 
fell to a point where only distress prices 
for overstocked inventories could at- 
tract sales, the utilities awoke to the 
realization that they had been caught in 
the chain of circumstances, with the 
weak link, in their case, the wholesale 
power business. 


Adjustments to Declining Revenues 


To the conservatively financed operat- 
ing utilities the solution to the problem 
of higher capital turnover ratios result- 
ing from idle plant capacity and little 
used distribution equipment was to 
adjust operating ratios by lowering ex- 
penses. At first this was easy to accom- 
plish—and the fulfillment was in line 
with President Hoover’s plea to main- 
tain wage scales—by automatic leveling 
off of customer costs and output costs in 
proportion to the reduction in number 
of customers and the decline in kilowatt- 
hour sales. Later, as these measures 
failed to keep the operating and capital 
turnover ratios in line, horizontal reduc- 
tions in wage and salary scales were 
resorted to. 

In the cases of the holding company 
groups and those operating companies 
which were either overexpanded to be- 
gin with or whose wholesale business 
grossly outweighed the retail business 
in revenues, the solution to the mounting 
proportion of fixed costs to total operat- 
ing expenses was neither so simple nor 
so painless. For them, receivership and 
bankruptcy proceedings were the only 
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ways out. Too late many of the holding 
companies found that their margin of 
control of underlying properties de- 
pended upon maintaining the level of 
wholesale business revenues of the late 
1920's. Such earnings expressed in com- 
mon stock dividends, it was found, had 
been reflected in the capitalization of 
controlling equities and when these rev- 
enues declined beyond a certain point 
the equities vanished. The seriousness 
of loss of wholesale power business was 
acutely realized by operating companies 
which had large capital investment in 
hydro-electric equipment. Also the util- 
ities which had heavy investments in 
marginal areas of population, largely of 
an agricultural or temporary industrial 
character, were staggered by having to 
continue to pay fixed charges on those 
now useless capital expenditures. 


The Struggle to Retain the 
Wholesale Business 


As a further concomitant of the de- 
pression and its effect on the wholesale 
electric business, the utilities were faced 
with a second problem—namely, a fight 
to hold the remaining wholesale business. 
Because of the automatic reaction of 
wholesale power rates to low load factor 
usage of electric service, the fact that 
proportionate shares of utilities’ fixed 
costs are transferred to consumers 
through the demand charge became com- 
pletely exposed. This fact, regardless 
of the economic reasonableness of the 
utilities’ pricing system, had an unfor- 
tunate effect on utilities’ relations with 
industrial customers, who began to con- 
sider their electric bills as unrelenting 
a charge as their own fixed obligations of 


5 Reports of the United States Department of Com- 
merce give current figures including cost of materials, 
as well as power and fuel. 

6 See note 2 above. 

7A. G. Christie, “Future Cost of Power,” Electrical 
World, January 9, 1932. 


interest, taxes, and depreciation. Elec- 
tric costs consequently became a larger 
proportion of industry’s costs of pro- 
duction. No satisfactory figures relating 
to the percentage of electric costs to 
total production costs of industry have 
been available® since the United States 
Census of Manufactures of 1927. That 
report showed that in that year the total 
cost of all power and fuel (including fuel 
for heat) was less than 7% of ‘“‘value 
added by manufacture” and barely 3% of 
the total value of products. However, 
somewhat indicative of the effect of 
electric costs on industrial production 
costs and entirely explanatory of in- 
dustrial consumers’ first thoughts of re- 
sentment toward the utilities, are sta- 
tistics showing that the wholesale power 
costs to consumers have increased from 
1.38 cents per kilowatt hour in 1929 to 
1.53 cents in 1932.° 

Manufacturers of isolated plant equip- 
ment were quick to attempt to take ad- 
vantage of the strained relations between 
the utilities and wholesale power users. 
Conditional sales contracts adjusted to 
“‘pay-as-you-save’’ terms were offered to 
industrial concerns for the purchase of 
private plant equipment at prices re- 
duced from 20% to 25% under those 
which had obtained in the previous 10 
years.’ Industrial and large commercial 
enterprises having “‘heat balance’’® oper- 
ating possibilities were flooded with 
propositions to install steam turbines or 
engines for cheap by-product power gen- 
eration under conditions of low labor and 
fuel costs. Diesel oil engine competitive 
threats to central station service became 
particularly intense because of the singu- 
lar adaptability of that equipment to a 
large variety of wholesale power applica- 

8 Heat balances, as applied to the isolated power plant 
problem, represent the steam uses for heating, industrial 
processes, etc., which may be served by exhaust steam 


from prime movers and thus avoid waste of steam pri- 
marily developed for electric generation. 
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tions, remotely or not at all concerned 
with heat balance considerations. The 
competition was made particularly avid 
because the concerns controlling the 
manufacture of isolated plant equipment 
saw in the opening up of such a market 
their own economic salvation. For ex- 
ample, the Baldwin Locomotive Com- 
pany through its control of one of the 
large oil engine concerns hoped, no 
doubt, to compensate in this manner for 
revenue losses sustained when the mar- 
ket for its prime products became frozen. 
Further intensifying the competitive sit- 
uation was the entrance of well-trained 
technical men into the fold of the iso- 
lated plant protagonists, indirectly re- 
leased to such work by the utilities them- 
seleves in their efforts to reduce over- 
head expense.°® 

Some private generating plants were 
sold, and no doubt more will displace 
central station service as the result of 
this war of competitive forces. But 
what is important to note is that, al- 
though the war was instigated by iso- 
lated plant manufacturers, it soon re- 
solved itself into a battle chiefly between 
industrialists and the electric utilities. 
Largely by threatening alternative meas- 
ures, the industrial consumers have 
sought to force lower power rates re- 
gardless of complicating effects on the 
utilities’ business, while the utilities have 
striven to keep the war in the wholesale 
power field above the level of mere price 
cutting. 
Methods of the Utilities’ Counterattack 

The utilities were not trapped into the 
vulnerable position of underrating the 
potential strength of the competitive 
forces fighting for the wholesale power 
market nor did they merely deprecate 
the efforts of industrial customers to 
obtain lower power rates. They readily 
gave attention to the seriousness of the 
competitive threats and began to or- 


ganize their best available talents to 
perfect the strategy of counterattack. 
Entire sales departments, which had 
normally functioned in building up new 
types of electric loads, were reorganized 
to undertake the immediate job of pre- 
serving the remaining large power and 
light business. 

Comparative Cost Analyses. The 
counterattack first took the form of 
answering the challenge of lower power 
costs with isolated plant generation by 
submission of comparative analyses of 
costs to individual wholesale customers. 
Such cost analyses were strictly account- 
ing reports of heat, light, and power 
costs under various plans of private plant 
generation of electricity as opposed to 
continued purchase of utilities’ electric 
service. The reports on private plant 
costs themselves took the form of de- 
tailing estimates of expense for fuel, 
labor, maintenance, and fixed charges on 
investment for generation equipment. 
The success of this strategy was by no 
means one hundred per cent in point of 
numbers of cases analyzed in this man- 
ner. The merits of the plan lay in the 
effective demonstration to industry of 
the economies of purchased power, and 
in the exposition to the utilities of the 
vulnerability of their rates in cases where 
private plant generation proved cheaper. 
Power cost analyses also were effective 
in dispelling some of the feeling against 
the utilities’ demand charges, by point- 
ing out the analogy between such charges 
and the fixed costs on isolated plant 
equipment. 

Rate Schedule Adjustments. The in- 
sistent, though unconcerted, demands for 
rate reductions inevitably led to a re- 
view of the wholesale power rate situa- 
tion on the part of the utilities. Effec- 
tive use of off-peak rate schedules, where 





9Ely C. Hutchinson, “The Competitive Power 
Situation,” Electrical World, October 15, 1932. 
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the curtailed operations of industrial 
plants conformed to the limitations im- 
posed upon use of electric service during 
utilities’ system-peak hours, forestalled 
many competitive threats and calmed 
the feelings of many industrialists. 
However, the industrialists were as 
quick as the utilities’ leaders to realize 
that the depression had produced shift- 
ing and unstable system peaks upon 
which it was impractical to base an allo- 
cation of demand costs for off-peak use 
of electric service. Furthermore, the 
industrialists pointed to the prevalence 
of generating capacities well in excess of 
normal reserves to meet present peak 
requirements, so that there was no 
longer any apparent justification for 
charging for or limiting peak-hour usage 
of service. These arguments, utility 
operators felt, were answerable only by 
a complete recasting of all rate sched- 
ules, an expensive and, probably tem- 
porary, measure. Disregarding idle ca- 
pacities, since they could be eliminated 
by write-offs if in sufficient time they 
were proved to be unjustifiable items of 
fixed capital, the problem of assessing 
demand charges for wholesale power and 
light service, as well as of charging for 
all classes of service, devolved upon 
fixing the point for basing peak responsi- 
bilities. The rather general conclusion 
among utility operators was that system- 
peak periods of pre-depression years 
would once more obtain when general 
economic conditions reached a stable 
point. With this thought in mind, some 
features of power contracts were liber- 
alized, by such measures as temporarily 
shortening peak-hour periods for off- 
peak schedules, but the principle of de- 
sign of wholesale power rates was left 
virtually inviolate. 

Some reductions in rates, particularly 
in energy charges, to conform to lower 
load factor operating conditions of in- 


dustry were made by the utilities. Points 
considered by the utilities in lowering 
the rates were: (1) vulnerability of ex- 
isting rates to isolated plant competi- 
tion; and (2) effect of loss of wholesale 
power revenue on total revenues. 

Throughout the battle to retain re- 
maining wholesale business against com- 
petitive forces, the utilities were able to 
benefit in their fight from tight credit 
conditions. Although isolated plant 
manufacturers attempted to disguise 
conditional sales contracts in terms of 
payments out of savings over costs of 
central station service, industrial con- 
cerns were not slow to realize that to 
install their own generating equipment 
necessitated making capital investment. 
Business practice in the depression called 
for maintaining a liquid position and 
avoiding fixed obligations and, although 
electric demand charges might be oner- 
ous, they did not pursue business into 
the bankruptcy courts. Thus, much 
power business stayed on the utilities’ 
lines. 

Whether the electric utilities have 
been successful on all fronts can only 
be gauged by the crude index of number 
of wholesale power customers served by 
the utilities throughout the depression. 
In 1931 the number of customers actu- 
ally increased 19.3% over the number 
served in 1930,!° while in the 12-months’ 
period ending September, 1932 the num- 
ber of customers decreased only 1% from 
the number served in the corresponding 
period ending September, 1931. 


Future Trends of Wholesale 
Power Business 


Scattered reports, impossible of inte- 
gration for the entire electric utility 
field, indicate that a stabilization point 
in electricity sales to wholesale power 


10N,E. L. A., Statistical Bulletin, No. 8 and Supple- 
ments. 
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and light customers is being approached. 
For example, in Chicago the low ebb of 
large power sales was reached in August, 
1932, when the decrease in kilowatt- 
hour sales was 23.3% compared with the 
corresponding month of the previous 
year." Since then the comparative de- 
creases have amounted to 18.9% in 
September; 16.8% in October; and 
9.7% in November. 

With such weather signs to guide 
them, various public utility operators 
have indicated the attitude the power 
industry will adopt toward the wholesale 
business in the future. Very largely 
that attitude is one of “watchful wait- 
ing,” tending toward a firm resolution 
to maintain the present business in 
preparation for receiving the benefits of 
future revival of industry. ‘We can 
only wait for it to come back to us,” 
Alex Dow, President of the Detroit 
Edison Company, has said.” Even so, 
utility leaders are not particularly san- 
guine of any revival of industry in the 
near future nor do they expect that 
general business will experience another 
boom for some time to come, so pro- 
nounced, in the cases of all leaders of 
business, is the present feeling that 
booms beget depressions. 

Future increases to utilities’ whole- 
sale power business might come from two 
major sources: (1) present privately 
supplied electrical loads consisting of 
approximately 20,000,000 horse power in 
industrial plants throughout the country, 
and (2) development of new industries 
or of new mechanical devices to replace 
labor. Any increase in business from the 
first source probably will depend, as 
heretofore, on competitive price con- 


11 Taken from statistics prepared by Commonwealth 
Edison Company for 400 large customers, representa- 
tive of (1) food products, (2) refrigeration, (3) hotels 
and amusements, (4) other utilities, (5) steel products, 
(6) laundries, and (7) the following manufacturing 
types: (a) electric products, (b) rubber products, 


siderations. Whether the wholesale 
power business will be further developed 
from the installation of new types of 
production machinery in industry will 
depend on more deep rooted considera- 
tions than the mere attraction of such 
business with low electric rates. Inven- 
tion and perfection of new utilitarian 
products are the requisites of new in- 
dustrial enterprises on which the utilities 
would have to depend for a business 
outlet in that direction. Two deterring 
factors would seem to work against any 
immediate further mechanization pro- 
grams in existing industries. (1) Tech- 
nological unemployment would prob- 
ably follow in the wake of such pro- 
grams. (2) Installation of new ma- 
chinery would probably only displace 
some present machinery types developed 
within the last 10 years, thus increasing 
the fixed cost aspect of our economic 
structure, and, furthermore, the new 
machinery might only replace older 
electric devices with no appreciable in- 
crease in power demand. 

Whether the wholesale power business 
is revived in the future, either through 
revival of all industry or through the 
addition of formerly competitive loads 
or new type loads, it is hardly likely that 
such rates as have been reduced, or 
others that may be reduced, during the 
depression will be increased at some later 
time as a means of recapturing lost rev- 
enues. This presumption is based, of 
course, on maintaining the dollar at its 
present unit value. Some basis for this 
assertion can be found in the statement 
of Mr. Dow" that, “limiting myself to 
the nearer future, I can see no tendency 


(c) yeast and malting, (d) paints, oils, and chemicals, 
(e) garment making, (f) woodworking, (g) leather manu- 
facturing and products, and (h) various miscellaneous 
manufacturing. 

12“‘The Present and Future Trend of Public Utility 
Rates,” N. E. L. A. Bulletin, November, 1932. 


18 Ibid. 
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whatever toward higher rates, excepting 
only in electric railway and motor omni- 
bus fares.” The presumption that no 
higher wholesale power rates will obtain 
lies largely in the observable attitude of 
utilities in fighting to confine the entire 
rate situation within the limits of the 
rate-base concept of pricing the service. 

The utilities have had small comfort 
from industrialists in their attempts to 
adhere to this concept, and recently 
more technical observers of electric 
utility operating problems have begun 
to suggest deviations from the previ- 
ously accepted practices of rate-making 
and load-building. 

One suggested change in the utili- 
ties’ wholesale rate policies has been to 
prepare schedules which would provide 
for higher charges in good times than 
in periods of depression, on the theory 
that such adjustments in charges would 
more nearly conform to production costs 
of industry throughout the business 
cycle. Something can be said for such a 
suggestion in view of what has been 
learned regarding industry’s apparent 
willingness to pay a premium for high 
standard electric service in times of 
good business and its distaste for un- 
yielding load factor rates in times of 
depression. But in the main the sug- 
gestion appears to be only another prod- 
uct of the psychology of the depression 
and is open to many objections. In the 
abstract, it appears to represent merely 
a transfer of guardianship of surplus 
funds from the various industries to the 
utilities, which is to say that the pro- 
ponents of the idea believe the utilities 
could better act as trustees of these sur- 
pluses, disbursing them in the form of 
rate reductions, than to let the industries 
build them up in their own treasuries 
for release in periods of depression to 
cover any losses of operation. An obvi- 
ous fallacy of such a plan is that the sys- 


tem of surcharges and discounts in 
order to average a fair price for service 
in the final reckoning would have to be 
predicated on unfailing predictions of 
the movements of the business cycle— 
and surely the severity and length of the 
present depression have disproved any 
notions that the upper and lower points 
of the business cycle can be accurately 
charted in advance of their happening! 
But the principal objection to the plan 
is that it would inevitably involve all 
phases of the electric utility business, 
tending to destroy the concept of rate- 
making based on a fixed valuation and a 
fixed rate of return and to subject the 
utilities to all the weakening processes of 
the business cycle. Furthermore, many 
signs point to the monopolistic growth 
of basic industries of the country, a 
trend which would seem to lead toward 
adoption of a general pricing system 
patterned after that now in force with 
the utilities. 

A further suggestion, pertinent to 
utilities’ sales policies from a long-time 
point of view, is concerned with the 
abandonment of wholesale business in 
favor of plans of concentrating on build- 
ing up the so-called retail business, con- 
sisting of domestic and small commercial 
consumers. This suggestion has the 
merit of conforming to the trend in the 
wholesale power business in its declining 
relative importance to the entire electric 
utilities’ business and thus, having the 
essence of logic, would seem to repre- 
sent a mere substitution of a voluntary, 
expeditious measure for the slower and 
perhaps more costly forces of free eco- 
nomic selectivity. It has already been 
seen that the depression has considerably 
reduced the relative importance of 
wholesale power business to total busi- 
ness. In point of fact, this decline 
started well in advance of the depression, 
for figures show that, while sales to 
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industry accounted for approximately 
48% of the total energy in 1912, and 32% 
of revenue, the sales to industry in 1929 
accounted for approximately 58% of the 
total and only 30% of the total revenue." 
Obviously, in that period the wholesale 
business became a less profitable adjunct 
of utilities’ business, as a result no doubt 
of lowering rates leveled off by the forces 
of competition. 

This is the situation which the pro- 
ponents of abandonment of wholesale 
business have in mind when they recom- 
mend concentrated exploitation of the 
retail business, which in the period 1912 
to 1929 increased in sales from 8% of 
total energy output to 15% of output and 
in revenue from 26% to approximately 
¥ of the total. To let the wholesale 
business go to isolated plant competition 
by gradual default would be a fairly 
simple matter. But complications would 
immediately set in to frustrate the prac- 
tical working of the plan. A serious 
threat to the entire utilities’ business 
would be presented by permitting iso- 
lated plant manufacturers to capture 
such a huge market. The death thrust 
to the remaining utilities’ field of busi- 
ness operation might well follow, par- 
ticularly in the metropolitan areas 
where owners and operators of the large 
multi-family dwellings, having large 
power and light demands, would be en- 
couraged to follow the example of the 
industrial concerns in providing their 
own power and light facilities. 

Furthermore, loss of the wholesale 
business would introduce a high obso- 
lescence cost factor into the utilities’ 
operating expenses because of forced 
write-offs of equipment adaptable only 
to industrial power uses. But, above 
all, the plan would require immediate 
expansion of the retail business to load 
up plant and transmission equipment 


and it is extremely doubtful that the 
transfer of use of this equipment to the 
domestic and commercial customers 
could be made coincident. The building 
up of this load would require not only 
effective merchandise sales’ campaigns 
but scientific planning for the education 
of consumers in the use of appliances at 
high load factors and with high diversity 
factors to produce system conditions 
comparable to those that obtained under 
requirements of serving the wholesale 
business. Otherwise the plan would ul- 
timately result in the establishment of 
an entirely different basis for charging 
for service, with some rather pointed 
implications of higher domestic rates. 
With the nation’s income reduced to 
about half of that of 1929, with buyer 
resistance stiffening against high-first- 
cost merchandise, and with the competi- 
tion for the maximum share of the con- 
sumer’s dollar more intense than ever, 
it is hardly likely that the campaigns to 
place more electric devices in the home 
would succeed in the proportions neces- 
sary to guarantee the success of the plan. 

In the final analysis the main differ- 
ence between the present policies of 
utility operators and the suggested pro- 
grams of others with respect to dealing 
with the wholesale power business in 
the future lies in the fact that the former 
group continues to adhere to the notion 
that this class of business can only be 
expected to react to the unstable factors 
of competition and the business cycle, 
while the latter group takes the position 
that past experience should point the 
way to a cure-or-kill policy. The un- 
certainties of life and of doing business 
in a competitive field would not seem to 
justify any revolutionary rate or sales 
policies. 

“C, E. Greenwood, N. E. L. A. Bulletin, January, 
1931. 











A Method for the Classification of Rural Lands 


for Assessment in Western North Dakota 
By CHARLES E. KELLOGG 


land utilization and land classifica- 

tion are now receiving considerable 
attention. For several years the soil 
survey and other more comprehensive 
surveys have been used for such pur- 
poses. This work has been of great 
assistance in attacking the problems of 
land utilization,! but, to a considerable 
extent, the actual method of making a 
land classification in such a way that it 
can be used directly as a basis for the 
assessment of taxes has not been worked 
out. Recent studies, such as those of 
Hammar in Missouri,” show quite clearly 
and definitely the need for making 
assessments on the basis of the soil and 
other physical features by some uniform 
method. 

General Requirements for a Land 

Classification in North Dakota 


Farming land is usually bought and 
sold in units of 40 acres, quarter-sections, 
or sections, and taxes are generally levied 
on each 4c-acre tract. Each farm is a 
unit by itself and its problems of man- 
agement are small-unit problems. There- 
fore, if the soil survey is to be an aid in 
the development of land utilization 
policies and in the classification of lands 
for the purpose of assessment and equal- 
ization of taxes, it is necessary that the 
survey be sufficiently detailed to show 
the differences between these operating 
units. A generalized map has little 
value; in fact, it is quite misleading 

1 Proceedings of the National Conference on Land 
Utilization, held in Chicago, 1931. In this report L. R. 
Schoenmann and others have pointed out that the soil 
survey forms the basis for the work. 


See also Schoenmann, L. R., “Land Inventory for 
Rural Planning in Alger County, Michigan”, 16 Papers 


, \HE general problems relating to 


when used for the appraisal of land 
values or for determining the best 
utilization of any particular farm or 
tract of land. 

Rural land values and taxes on such 
land should be based upon the producing 
power of that land. In order to deter- 
mine the appraisal of any particular 
tract of land having certain physical 
characteristics, such as soils, topography, 
and so on, the use to which this land is 
best adapted must be ascertained. A 
tract of land best suited for general 
farming should not be evaluated upon 
the basis of its grazing capacity; and 
land best suited for timber growing 
should not be evaluated on its potential 
crop production. After establishing the 
use-group, the relative value of the 
various tracts within the use-group can 
be ascertained. 

A determination of the use to which a 
piece of land is best fitted depends upon 
its physical characteristics and environ- 
ment and the varied experiences of 
people using land of similar character- 
istics. This body of experience is not 
large in recently settled areas. As an 
agricultural area grows older, as eco- 
nomic conditions change, and as new 
agricultural techniques are introduced, 
the best use of the land changes. For 
this reason a permanent, all-time classi- 
fication of land is impossible. This is 
particularly important to bear in mind 
in considering newly developed areas. 
and Proceedings Michigan Academy of Science, Arts, and 
Letters 329 (1931). 

2 Hammar, Conrad, H., “The Accuracy and Flexi- 
bility of the Rural Real Estate Assessment in Mis- 


souri” Missouri Agricultural Experiment Station Research 
Bulletin, No. 169 (1932). 
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The nature of the soil, the topography, 
and other physical features of the land 
are essentially permanent. From a 
knowledge of these conditions, together 
with present-day results of experience, 
the land classification can be made. If 
future changes make this classification 
inappropriate, it will be a comparatively 
simple matter to reclassify the land 
without the need for additional field 
mapping. Once the physical factors of 
the land are accurately mapped in detail, 
the land classification can be revised 
from time to time at comparatively 
small cost. But, if the land classifica- 
tion is made in the field on the basis of 
present economic conditions and present 
land use, revision of the classification 
will require that all the field work be 
done over again. It is, therefore, of the 
utmost importance to keep the per- 
manent physical data sharply separate 
from transitory economic conditions. 

It is necessary to include all the “‘map- 
pable” physical characteristics of the 
land in the survey which is to be used 
as a basis for the land classification. 
These include much more than the soil 
survey itself, although the soil map forms 
the cornerstone for the work. Some 
writers have mentioned a long list of 
factors which must be “taken into con- 
sideration.” Some of these are not 
mappable, from any practical point of 
view. Take, for example, “soil produc- 
tivity”; the only way to determine this 
factor would be by a system of con- 
trolled test plots on each piece of land. 
Obviously, such a suggestion is absurd. 


’ This statement, and the method described in this 
paper, take no account of improvements on farms and 
ranches. Under the laws of North Dakota these im- 
provements, such as building and fences, are exempt 
from taxation. In areas where they are taxed, an assess- 
ment of them would need to be made and added to that 
of the land. 

‘ The soil survey (and other field work) is being done 
by the Bureau of Chemistry and Soils of the United 
States Department of Agriculture, with the State Ag- 


In order to keep costs within the realm 
of possibility and to insure uniformity of 
work, it is necessary that definite fea- 
tures be mapped, and in units that can 
be given rather strict descriptions with 
as little personal interpretation as pos- 
sible. The general nature of the country 
and the broad types of possible utiliza- 
tion will determine, somewhat, the na- 
ture of the information required, both 
for the land classification and for the 
study of land utilization. 

In general, the work of classification 
can be said to have the following con- 
secutive steps: (1) accurate mapping, in 
detail, of the important physical features 
of the land; (2) the determination of the 
use to which the various combinations 
of features are bést adapted; and (3) the 
evaluation of each individual tract of 
land according to its capabilities within 
its use-group.® 

The Method Developed for 
Western North Dakota 


The board of county commissioners 
of McKenzie County, North Dakota, 
asked for a classification of the lands of 
that area on the basis of the soil survey.‘ 
This particular County, located on the 
western boundary of the State, is an 
excellent territory for such a trial sur- 
vey. There are about 3,000 square miles 
in the County with large tracts of good 
agricultural land and typical grazing 
land. A great portion of the County 
has arable and non-arable land occurring 
together in such complexity that only a 
detailed survey could show the strongly 
ricultural Experiment Station cooperating. The State 
organization is making the land classification from these 
maps. Funds are furnished by the County to pay for 
the State expense. Other counties are asking for a 
similar survey under like conditions. 

In 1921 a law was passed by the State Legislature of 
North Dakota authorizing the county commissioners to 
appropriate money for surveying and classifying th 
rural lands within the county for purposes of assessm 
(North Dakota Session Laws 1921, Chap. 121, Bi 
S 48.) 
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contrasting conditions. Erosion has 
been very pronounced in places and 
some of the wildest of the Badlands is 
included in the area. Great variations 
also occur in the soils. 

In McKenzie County, grazing and 
farming, either separate or combined, 
are the chief uses to which the lands are 
put. For the purpose of land utilization 
studies and for the land classification the 
following information is being mapped 
on a scale of two inches to the mile: 


1. Base Map. The ordinary base map, 
showing the important physical and cul- 
tural features, is prepared. 

2. Soil Map. The soils are mapped accord- 
ing to series and types as defined by the 
modern system of soil classification. 

3. Lay of the Land. The lay of the land is 

mapped in four groups as follows: 

A. Level or slightly sloping land. 
(About © to 2 degrees of slope.) 

B. Undulating to gently rolling land, 
having some slope but not enough to 
interfere with the use of agricultural 
machinery or to cause any serious 
erosion. (About 2 to 5 degrees of 

slope.) 

C. Rolling to strongly rolling land, hav- 
ing such slope that heavy agricul- 
tural machinery cannot be used suc- 
cessfully. (About 5 to 10 degrees of 


slope.) 

D. Hilly land that is unsuitable for any 
sort of agricultural machinery and 
can only support native forage vegeta- 
tion. (Over 10 degrees of slope.) 


4. Grass Cover.® In the D class of “lay of 


the land”’ there is considerable variation 
in the amount of grass cover, conse- 
quently: 
D is used to indicate that the area is 
approximately 95% grassed. 
D, indicates 75 to 95% grass cover. 
D, indicates 50 to 75% grass cover. 
Rough and broken land. This class 
includes those areas of hilly land hav- 
ing less than 50% grass cover. 
5. Stoniness. In many areas, especially 
where the soils are developed from glacial 


5 Funds were not available for the use of the more 
detailed and accurate method of estimating grass cover 
employed by the United States Forest Service. 


drift, the degree of stoniness becomes an 
important item. In order to obtain some 
measure of this important factor, the 
number of ordinary wagon loads of 
stones per acre are estimated and shown 
as follows: 

So None to 2 loads per acre. 

S, About 2 to 20 loads per acre. 

S, About 20 to 50 loads per acre. 

S; Above 50 loads per acre. 


6. Drainage. Streams and drainways are 


shown in the following classes: 

(a) Large rivers are shown on the map to 
scale. 

(b) Running streams, or intermittent 
streams having permanent water holes. 

(c) Intermittent drainage ways which 
cannot be crossed with agricultural 
machinery. 

(d) Intermittent drainage ways which can 
be crossed with agricultural ma- 
chinery. 


7. Scabby Spots. (Caused by differential 


erosion of Solonetz soils.) This important 
feature is peculiar to soils of the arid 
regions. Where the land is covered with 
these barren, shallow basins, its value is 
greatly reduced. Where any soil has a 
large area thus affected, a Solonetz phase 
of the soil type is mapped; if the area is 
small, a special symbol is used. 


8. Gravel. Special symbols indicate erratic 


surface gravel. 


9. Shallow Soil. Areas which have had the 


surface soil removed by erosion are indi- 
cated by symbol! in cases where such 
erosion is not characteristic of the soil 
type mapped. 

10. Salty Spots. Salty areas are indicated by 
symbol, as this land is less productive of 
either native or crop plants. 

11. Forest Growth. Especially in bottom 
lands bordering such large streams as the 
Missouri River it is necessary to indicate 
the type, size, and density of the forest 
growth. 


A few other minor symbols are em- 
ployed for special features that may be 
important in any particular region. Fur- 
ther, any area which does not seem to be 
adequately described by the conven- 
tional symbols employed is described by 
the field men with special notes. The 
aim, however, is to work out the legend 
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in such a manner that field notes will 
rarely be needed. A much greater de- 
gree of accuracy and uniformity can be 
realized by the use of standard mapping 
symbols than by written notes. As a 
- matter of fact, when copious field notes 
become necessary to any great extent, 
that in itself is sufficient evidence that 
the soil classification, or some other por- 
tion of the legend, is not logically ar- 
ranged. 

In order to map these features in 
sufficient detail it is necessary for the 
field men to travel over the land at 
intervals of one-quarter mile. Also it is 
necessary that some individual make 
frequent contacts with the various men 
in the field in order to insure uniformity 
of classification. 

The next step toward land classifica- 
tion is a comparative rating of the vari- 
ous soil types with the different degrees 
of slope and of stoniness. Of course, 
any one soil type will rarely show each 
of the topographic features, and many 
soil types are not subject to stoniness. 
Each soil type does not necessarily take 
a different rating in the land classifica- 


tion; several types frequently are grouped 
under one value-class. After extended 
observation and consultation with people 
familiar with the land, a table is con- 
structed showing how each combination 
of soil type, relief, and stoniness is to 
be rated in terms of the best agricultural 
land, or the ideal, as 100%. The ideal 
is basic for McKenzie County and, of 
course, is not necessarily translatable to 
other regions. For equalization between 
counties additional facts such as rainfall, 
length of growing season, and general 
marketing facilities would need to be 
considered. In Table I is shown a small 
portion of such a general guide table of 
basic ratings for McKenzie County. 

For the work in McKenzie County, 
ideal grazing land is more or less arbi- 
trarily set as 30% of ideal farming land, 
this latter being taken as 100%.° For 
the evaluation of lands in the grazing 
use-group extended observations re- 
garding the character of the native vege- 
tation on the various soils are made in 

6 According to the state law in North Dakota, au- 
thorizing the counties to make a land classification, 


ideal grazing land is set at 30% of ideal farming land. 
This figure seems to be satisfactory. 


Tas_e I. A Portion oF THE GENERAL GuIDE TABLE oF Basic RATINGS FOR THE 
Sots or McKenzie County.* 























Lay of Stoniness 
Symbol Soil Type the Land 
So Si Ss Ss 
15 | Scobey Silt Loam.............. B 90-95 %G 80-85 % 35-40 %|17%-20 % 
15 | Scobey Silt Loam.............. C 20-22% 20-22% 15-1734 10-12% 
16 | Scobey Clay Loam............ B 75-80 70-75 30-35 15-17% 
16 | Scobey Clay Loam............ Cc 20-2214 20-2234 15-17% 10-12% 
16s sotsc Clay — . 
onetz phase)............. 15-17% 15-17% 5- 7% 24-5 
56 | Patent Clay Loam............. B 50-55 pro 25-27% 10-12% 
56 | Patent Clay Loam............. C 1714-20 
86 | Alluvial Clay................. A 2244-25 } 
46 Grail Silty Clay Loam......... B 75-80 
35 | Morton Silt Loam............. B 75-80 
35 | Morton Silt Loam............. C 20-22% 
23 | Bainsville Very FineSandy Loam| D 10-12% + These types are rarely stony. 
27 | Bainsville Clay Loam.......... D 124-15 
27 | Bainsville Clay Loam.......... D, 5- 7% 
28 | Rough and Broken Land....... eee o- 2% 
57 | Patent Clay (Barren).......... A toB oa 2% |i) 




















* Ratings are shown in percentages of the ideal. 
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the company of experienced ranchers 
and range ecologists,’ in order that the 
ratings may be indicative of the “carry- 
ing capacity” of the land for grazing 
live stock. All ratings are made on units 
of 40 acres for which the table of com- 
parative ratings serves as a guide. 
Rarely do these 40-acre tracts consist 
uniformly of one soil type. Before any 
forty may be considered as suitable for 
farming, arable land must be present in 
sufficient area to be conveniently 
handled. Thus, for example, areas of 
farming land of less than 5 acres are 
classified as grazing land; those of 5 to 
10 acres are evaluated at 24 of their agri- 
cultural rating; and areas of 10 to 20 
acres are rated at 85% of their agricul- 
tural rating as given in the general 
table. Uncrossable drainage ways and 
primary roads also have the effect of 
isolating small tracts of land. The above 
ratings are considered satisfactory in the 
general agricultural regions, but an area 
of 20 acres is considered the minimum 
size which permits a tract to secure any 
rating as farm land in the general region 
of grazing. Because of differences in 
native cover, soils that ordinarily would 
beclassed as agricultural land might take 
grazing ratings below 30%, when small 
areas are classified in that use-group. 
Further, the value of the land may be 
greatly influenced by such physical fea- 
tures as “‘scabby” spots, salty areas, 
drains, streams, and similar features. 
Rather definite percentages of subtrac- 
tion or addition are allowed for each of 
these. Sources of water are, of course, 
of especial importance in the grazing 
areas. A flat percentage reduction of 
the valuation of each 40-acre unit is 
also made, depending upon its relative 
accessibility to markets. This _per- 


7For this work in McKenzie County, Dr. H. C. 
Hanson and Mr. M. B. Johnson, both connected with 
the State Experiment Station, gave valuable service. 
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centage is relatively small and is applied 
after all other factors have been con- 
sidered. 

Although general guides can be drawn 
up for the classification of the important 
combinations of physical features, judg- 
ment must be exercised in cases of un- 
usual nature. It is, therefore, of the ut- 
most importance that the work of land 
classification be done by persons fa- 
miliar with the landscape and with the 
field methods used in mapping the data. 
And, as in the case of the field work, 
some one experienced person must care- 
fully examine the work to insure uni- 
formity. 

Figures I and II have been drawn to 
show the nature of the maps and of the 
process of classification. Figure I is a 
copy of the map of an ordinary section 
made in the field; this particular area 
has more detail than some, but less than 
many others. In Figure II is shown a 
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A copy of the field map of a typical section in McKenzie 
County, North Dakota. Note the complex pattern of 

soils having widely different character. The ratings for 
these soils are shown in Table I. 
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generalized map for the use of the 
county commissioners, giving simply the 
classification of the land into use-groups. 
The ratings of the various forties in per- 
centage of the ideal are shown. That 
portion of the general guide table which 
applies to this sample section is shown 
in Table I. The ratings of these units 
are determined by a consideration of the 
relative amount of the various soils and 
other features in each 40-acre unit. 





FIGURE II 


LANO CLASSIFICATION MAP AND RATINGS 
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A copy of the general map of the same area as that pic- 
tured in Figure I, showing the classification of the land into 
use-groups. The ratings of the various 40-acre units are 
given in percentages of the ideal for McKenzie County. 


The wide differences between the 
various 40-acre units within the section 
show quite clearly the need for detail 
and accuracy. Likewise, a study of the 
map reveals both the difficulty and the 
necessity of establishing as definite 
guides as possible, in order to maintain 
uniformity. Every effort is made to 
eliminate individual judgment as much 
as possible after the bases for the classifi- 
cation are established. 

If some plan of rural zoning should be 


considered as a part of a program of land 
utilization, this classification would serve 
as a guide. In fact, given the soil survey 
and the subsequent land classification, 
no additional field work would be needed 
to district the county and separate out 
the regions of present non-agricultural 
lands in which local governments might 
not be required to undergo the expense 
of schools and roads. 
Summary 

The requirements of a workable 
method for the classification of rural 
lands have been pointed out and a 
method which meets these requirements 
and which is being used in western North 
Dakota as a basis for assessment of taxes 
has been described with an example. 

The classification of land is based 
upon the physical characteristics of the 
land and the experience in utilization: 

(1) A detailed survey is made showing 
accurately the conditions of soil, lay of 
the land, stoniness, drainage ways, etc., 
on each 4o-acre unit. Detailed informa- 
tion is necessary in order to yield a defi- 
nite rating for each piece of land and to 
furnish a basis for formulating land 
utilization policies. This information, 
however, is of permanent character and 
as economic conditions change the land 
can be reclassified without an additional 
survey of its physical qualities. 

(2) On the basis of the accumulated 
experience in the utilization of various 
types of land, each 4o-acre unit is 
placed in the use-group for which it is 
best suited, and then given a relative 
rating within that use-group. 

Although this particular method can- 
not be used in its entirety in a different 
land area, it is believed that one can be 
worked out along similar lines with 
minor changes to meet local conditions. 

The soil map and the land classifica- 
tion furnish all the field data that would 
be required for a plan of rural zoning. 











Depreciation by the Insurance Method 


By J. F. BRENNAN 


HE problem of the depreciation of 
physical property has two aspects, 
both of the greatest importance to 
managers, engineers, and auditors of 
public utilities: (1) provision of an an- 
nuity to replace the property at the end 
of its useful life; (2) establishment at 
intervals of the accrued depreciation for 
rate-making purposes. The regulatory 
activities of legislatures, courts, and 
commissions have brought to the front 
the importance of these questions and 
stimulated research and analysis of 
them, with the result that much has 
been said and written and many theories 
proposed and argued for their solution. 
Out of all the discussion on the subject 
two general schools of thought seem to 
be emerging at present. On the one 
hand are those who hold the opinion that 
accrued depreciation has no relation to 
the accumulation in the depreciation re- 
serve, and that it may be estimated 
only upon inspection by competent en- 
gineers. In this contention they are sus- 
tained by verdicts of the higher courts 
which have repeatedly repudiated the 
age and life method of measuring de- 
preciation. On the other hand, we find 
those who contend that the present fair 
value of any property depends in part 
upon the company’s future financial 
obligation to provide funds for replace- 
ments when and as they may become 
necessary; thus they urge that accrued 
depreciation and the depreciation an- 
nuity are but two phases of the same 
problem and cannot logically be dis- 
sociated. 
Protagonists of the latter theory have 
advanced many methods of putting it 
into effect, chief among which still in 


use are the “sinking fund method” and 
the “equal annual cost method.” Both 
of these the courts have from time to 
time seen fit to reject, handing down 
opinions reflecting distrust of life tables 
upon which such methods are predicated. 
This attitude has not, however, deterred 
investigators from collecting and as- 
sembling data on the life history of all 
types of physical property, with the 
clear conviction that a scientific method 
must be found for the solution of the 
depreciation problem. 

The classification of such data has re- 
vealed the fact that the rate of retire- 
ment of like units of property exposed to 
similar service and hazards obeys a 
marvelously well-defined law, somewhat 
similar to the mortality law of human 
beings. This fact suggested the use of 
life insurance methods for the computa- 
tion of depreciation in physical property. 
The insurance method, or actuarial sci- 
ence as it is called, is simply the applica- 
tion of the doctrine of probabilities to 
monetary indemnity. It may be used 
only where large numbers of similar 
units are involved, since the theory of 
probabilities is reliable only “‘in the long 
run.” Also the method is especially 
applicable to those classes of property 
in which the “death rate” is not subject 
to technological hazards, but this pre- 
caution inheres in the data, rather than 
in the method here described. 

The insurance method offers a means 
of measuring both the depreciation an- 
nuity and the accrued depreciation by 
one single device. Thus the two results 
are interlocked and susceptible of exact 
mathematical demonstration, providing, 
of course, that the underlying principle 
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is accepted. Before discussing the re- 
sults and their reasonableness let us 
glance briefly at the details of their de- 
velopment. We must first consider the 
fundamental statistics upon which the 
results are based. 

Figure I shows in the form of a fre- 
quency histogram data as taken from the 
records of a large gas company. These 
data express the actual experience of the 
company with 21,329 tin gas meters 
whose complete life histories were known. 





FIGURE I 
FREQUENCY HISTOGRAM 
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The desirability of representing these 
data by a smooth curve led to attempts 
to fit to them a.standard type of em- 
pirical frequency curve. These attempts 
were unsuccessful, probably because of 
the intrinsic character of the data, or 
sample. Thus the normal law, the 
Poisson law, the Gram-Charlier series, 
and the Pearson Type IV curve failed 
to yield reasonable results. All these 
except the last gave an unsatisfactory 
“chi-square goodness of fit,” while the 
Pearson curve failed to account for the 
behavior of the data in the first eight 
years. The smooth curve in Figure I is, 
therefore, a curve fitted by judgment. 
It retains the general asymmetry of the 
data, a characteristic whose arbitrary 


elimination is not justifiable. It con- 
forms to the fundamental requirement 
that the area under the curve must equal 
that of the histogram, but naturally its 
usefulness is limited inasmuch as its 
equation and characteristics are not 
defined mathematically. For the pres- 
ent purpose, however, it appears to be 
within allowable limits of error. 

No attempt was made to fit a type 
curve to the cumulative frequency or 
mortality histogram, although the utility 
of such a curve is recognized. It is recog- 
nized also that there are objections of a 
fundamental nature to the computation 
of a standard empirical mortality curve 
for such data as the statistics on the 
lives of physical property. A discussion 
of these objections is beyond the scope 
of this paper. Figure II shows a mor- 
tality curve plotted from the frequency 
curve of Figure I. Undoubtedly new 
data gathered from year to year will 
modify the shape of the curve to a 
certain extent; also further research on 
lives of other items of equipment may 
aid in determining the types of empirical 
frequency and mortality curves to be 
applied to meters. For the present we 
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may work with the curve of Figure I as 
defining the frequency of the retirement 
of tin meters, and we will now pass to a 
discussion of the theory by means of 
which we are to operate on the figures 
derived from the frequency curve. 


The Insurance Method 


Under this theory the company places 
itself in the position of an insurance 
company whose risks are gas meters. 
Whenever a new meter is installed, the 
company begins to pay into the reserve 
(for depreciation) an annual premium 
based on the cost of the meter, and this 
premium is continued every year during 
the service life of the meter. When a 
meter is retired, a claim in the amount of 
its cost arises against the reserve and is 
paid to the meter account. The method 
of calculating the annual premium may 
be developed as follows: 

Suppose a company to undertake the 
obligation to. pay a specified sum, say 
$10, at the end of a year, for every 
meter retired during the year. Assume 
21,329 meters at the beginning of the 
year (the radix of Table I). From the 
table we note that 50 meters would be 
retired during the year, and therefore 
50 claims would have to be paid, making 
the sum payable at the end of the year 
$500. The value at the beginning of the 
year of this amount would be the amount 
discounted at a certain rate of interest. 
At 6% this value would be $500 ~+ 1.06, 
or $471.70. The share of this amount 
which each meter would have to con- 
tribute as premium at the beginning of 
the year would be $471.70 + 21,329 
meters, or $0.0221. This is the simplest 
possible case of insurance, where the 
risks run for one year only, and where 
the premiums are paid at the beginning 
of the year and the claims at the end of 
the year. (As a matter of fact, all in- 
surance claims are not legally due until 


the policy anniversary after the date on 
which such claims arise.) Algebraically 
the above calculation may be repre- 
sented more simply. Let p, represent 
the probability of survival of a meter for 
one year at age x; q,, the propability of 
its retirement; 1,, the number of meters 
in service at age x; d,, the number of 
meters retiring at age x (the notation 
here used is the standard actuarial nota- 
tion wherein “‘]’’ stands for “living” and 
“d” for “dying’’); v*, the present value of 
1 due at the end of x years at a specified 
rate of interest; then 


ad: 
qx 1. 
or, using the meter data we have 
do= sigs = 0.00234, 
which is the probability that a new meter 
will not survive one year. The premium 
is the product of the probability of re- 
tirement q,, the amount of the indemnity 
($10), and the present value of one due 
at the end of one year; or 
Single premium=d,x$10Xv'= 
0.00234 X 10X0.94340= $0.0221, 
as above. 

Suppose now that a company under 
takes to insure 21,329 meters at $10 each 
for their entire service lives in considera- 
tion of one single premium paid at the 
beginning of the contract. We wish to 
know what will be the single premium 
per meter for this protection: 

Examination of the retirement column 
(d,) of Table I will show the number of 
meters that will be retired each year. 
Thus the claims arising during the years 
will amount to 50 X$10 or $500 the first 
year, $510 the second year, $520 the 
third, $550 the fourth, and so on up to 
the fortieth year when all the meters 
will have been retired. The present 
value of all these claims would be the 
total amount of money which the com- 
pany would have to receive in one sum 
at the beginning of the contract in order 
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to meet the claims as they appear. 
Algebraically this means that total single 
premium = $500 Xv'+ $510 Xv*+ $520 
xvi+.... ete. 

This total single premium must then 
be divided equally by the 21,329 meters 
to obtain the single premium per meter. 
Thus, if A, represents the single premium 
of an insurance at age x for an indemnity 


of $1, then 


se vid.+ v"dyi1 + videiet oe « OCG. 
I, 


The calculation of the single premium 
from the above formula would involve 
much work, since it would necessitate a 
computation for every year in which 
meters were retired up until the entire 
radix were exhausted. Moreover, the 
formula cannot be used. for calculating 
premiums at ages of x+1, x+2, etc. 
We are unable to eliminate much of the 
labor of the first computation, but we 
can transform the formula algebraically 
to obtain the latter result quite simply. 
The following device is used: multiply- 
ing the numerator and denominator of 
the right hand member of the above 
equation by v’*, we obtain 


“aie vtid+ vdaat ved et eee GEC. 
vl, 


Now if v**t'd, be represented by C,, 
v*+2d,. by C,41, and in general v**""d,,, 
by C,,,, and further if v*l, be represented 
by D,, then the formula for the single 
premium becomes 


iis. C.+ Cyait Cyaet --€tC, 
a D 





A, 





Ax 





If now the values of C be summed up 
continuously starting at the last, that is, 
adding the second-last to the last, the 
third-last to the sum of these two, the 
fourth-last to the sum of these three, etc., 
then we will have another column called 
M,, which gives opposite any age the 


sum of the values of C from that age up 
to the greatest age. The single premium 
at age x for an indemnity of 1 at retire- 
ment may then be written 


_M; 
Amn! 


A better understanding of the compu- 
tation of C, and M, may be gained by a 
glance at their columns in Table I. 
These columns are called “Commutation 
Columns” and are summed consecu- 
tively from the bottom upwards. It is 
easily seen that the above reasoning is 
perfectly general and that x may repre- 
sent any age in the table and not simply 
age zero, such as has been used in the 
numerical example given. 

In order to convert the single premium 
to an annual premium payable during 
the life of each meter, we may proceed 
as follows: 

Suppose that for each meter during its 
entire life the company should pay a 
yearly premium or annuity of $1. At 
the end of the first year we note from 
the table that there would be 21,279 
meters still in service. The total pre- 
mium would therefore amount to $21,- 
279. Similarly, at the end of the second 
year the amount would be $21,228, the 
third year $21,176, and at the end of the 
xth year 1, dollars, the amounts payable 
each year diminishing as the number of 
survivors dwindles. The present value 
of the sum of all these premiums or 
annuities payable at the end of the year 
would be 

Viit Vbet Vbst eee 
and if this present value were divided 
equally among all the meters, we would 
have the present value for each meter of 
an annuity of 1 (or a,) payable at the 
end of each year, or 

_ Vii tv lpetVi last ... 

a,= L, 
Multiplying both the numerator and 
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the denominator of the above fraction 
by v‘*; we obtain. 
vat vt? tet vast eee 
a,= 
vl, 

From the definition given D, (supra) 
it will be observed that the equation may 
now be written 
Dy4itDy42t+ Dist... 

D, 

If the column D be summed consecu- 
tively from the oldest age in the table 
(see Table I), as was done in the case of 
columns C and M, and the results tabu- 
lated in another column N, we then 
have the very simple expression for the 


annuity 
_ Nya 
a, D. 
where a, represents the annuity which 
is payable at the end of the year. 
Since it is desirable to start the pre- 
miums at the beginning of the service 
life, we may convert this to an annuity 
payable at the beginning of the year 
(denoted by a) by adding 1, the first pay- 
ment made immediately, to it; thus 
4,= 1+a, 
Se 4 Nen_D;, +Ny4:_N, 
D, D, D, 

This expression then represents the 
present value of an annuity or premium 
of $1 for a meter aged x years, to be paid 
at the beginning of each year during 
which the meter survives. 

Denoting the annual premium to be 
paid for each meter by P, we may obtain 
the present value per meter of the total 
premiums paid for its risk during its 
life, by multiplying P by the present 
value of a premium of 1 per meter, that 
is P, Xax. 

By the fundamental proposition of 
insurance that the present value of the 
premiums must equal the present value 
of the risk, and noting that the present 
value of the risk is simply the present 








a,= 





value of the claims to be incurred divided 
by the number of risks, that is, the 


single premium per meter A,, we have 


the equation 
P. x4x= A, 
whence P,= A;_M, xD: 
a, D, N, 
M 
P= 
or NE 


which is the annual premium payable 
at the beginning of each year for an 
insurance taken out at age x, for an in- 
demnity of $1 to be paid at the end of the 
year in which the meter is retired from 
service. The premium column P in 
Table I has not been completely filled 
out for the reason that it is unlikely that 
any of the premiums except that for a 
new meter (of age zero) would bé neces- 
sary. In introducing the insurance 
method of depreciation an organization 
would apply it only to new equipment 
when and as such new equipment went 
into service, as otherwise some complex 
accounting problems would arise, par- 
ticularly if the existing depreciation re- 
serve were felt to be inadequate. If the 
reserve were adequate, the entire meter 
account could be changed over without 
hazard and then the entire P column 
would be necessary, always with the as- 
sumption that the ages of all meters in 
service were known. 

The premiums P are calculated for an 
indemnity of $1 and, since the indemnity 
in this case is the cost of meters, we may 
obtain the total annuity for meters of age 
x by multiplying the investment in dol- 
lars in such meters by the premium for 
age x, or P, in the table. In other words, 
the premiums or annuity rates of the 
table are shown in dollars per dollar of 
meter cost. 


Comparison with the Sinking Fund Method 


The annuity computed by this method 
may now be compared with that com- 
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puted by the sinking fund method. For 
a new meter the insurance method gives 
an annuity per dollar of cost of $0.0274 
(Table I). Under the sinking fund 
method it is first necessary to calculate 
the weighted average life. This is done 
from the original data, and in the case of 
the meter statistics is 19.9 years. Using 
20 years, we find the 6% annuity to be 
$0.0257 which is $0.0017, or 6.2% lower 
than that yielded by the insurance 
method. This means that the reserve 
calculated by the sinking fund method 
would be inadequate to meet the re- 
placement requirements, and illustrates 
very strikingly the inaccuracies produced 
by dealing with averages in financial 
transactions where compound interest 
is involved. It is not claimed that the 
insurance method always produces the 
higher annuity; indeed, it will in certain 
arrangements of the statistics give a 
lower annuity. It does, however, always 
yield the exact sum necessary for the re- 
tirements. 

Table I has been computed on a 6% 
basis, principally for the purpose of 
making comparisons with the sinking 
fund results. It appears, however, that 
4% would be a more reasonable rate on 
which to base such computations. A 
company should not be required to set 
up on its reserve an interest which in 
many cases exceeds the return which the 
property itself enjoys. The maintenance 
of the integrity of the investment is a 
duty owed by the management to the 
public which it serves, and is not less im- 
portant than the obligation of a life 
insurance company to its policyholders. 
This obligation has been recognized by 
the laws of the states, many of them or- 
dering an interest rate of 314% to be 
used in actuarial computations as a con- 
servative measure to maintain the sol- 
vency of the companies and to protect 
their patrons. 


Passing now to the consideration of 
accrued depreciation, we find that under 
the insurance concept it corresponds to 
what is known as the net policy value. 
At the beginning of an insurance con- 
tract the present value of the risk must 
equal the present value of the annual 
premiums. This is, in fact, the basic 
proposition from which we derived the 
formula for the annual premium above, 
P,a,=A,. Now as the years pass, the 
time when the claim will have to be paid 
draws nearer, and consequently the 
value of the liability increases. Thus 
Axin, the present value of the risk, 
grows larger as the years n increase and 
the time of payment approaches. On 
the other hand, the value of the future 
premiums decreases with the years, since 
the amount of the premium is constant, 
and the number of them to be paid is 
diminishing. There is no longer equality 
between the two quantities P,a,,, and 
Axin, and the difference between the 
two after n years, denoted by ,V,, is the 
policy value. That is, 

nVx= Axin — P44 

This equation expresses algebraically 
the fact that in the early years of the 
contract the premiums exceed the risk, 
and the accumulation of the excess (the 
policy value) is carried along at com- 
pound interest to balance the deficiencies 
in the late years wherein the risk exceeds 
the premiums paid. In other words, the 
young pay the deficient premiums of the 
old, a necessary condition where the 
premiums remain constant. 

To illustrate, suppose that a meter 
which was placed in service at age x and 
insured for retirement is sold at age x +n. 
During the first part of the n years the 
premiums (or depreciation annuities) 
paid for the meter would have been ac- 
cumulating an excess over the risk for 
the early years. This excess represents 
the amount which the present value of 
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the future premiums at age x+n is de- 
ficient in meeting the present value of the 
risk at that age. Therefore, if the 
buyer wishes to continue the annui- 
ties for the meter at the same rate 
as was being paid before the purchase, 
he must deposit into the reserve a 
lump sum equal to the above men- 
tioned excess, so that when retirement 
occurs he will be able to meet it. Thus 
the excess premium or policy value 
is an accrual which measures for a group 
a company’s present obligation to effect 
a future retirement, attributable to a 
portion of a service life lived in the past. 
It may, therefore, be used as the meas- 
ure of accrued depreciation. It expresses 
nothing as to the condition of any par- 
ticular unit, but indicates only the situa- 
tion with respect to the whole group of 
units. Thus it gives effect to the con- 
sideration that there is a value, less than 
the cost, attached to a group of new units 
in 100% condition today, if it be rea- 
sonably certain that a number of them 
will be destroyed by accidents tomorrow. 
It is not a quantity entirely apart from 
and independent of the depreciation 
annuity for the reason that it measures 
exactly that portion of the depreciation 
which the future annuities will lack in 
providing for the full retirement. 

We have then the above formula for 
nV, expressing the accrued depreciation, 
and 1 —,V, denoting what we may term 
the condition per cent. Table I gives 
these quantities expressed in percentage 
of the cost, or, what is the equivalent, 
calculated for an indemnity of 1. The 
accrued depreciation and the condition 
per cent columns of the table are com- 
puted for meters going into service at 
age zero, and they give the percentages 
for such meters at the deginning of the 
year shown in the age column. 

We may now compare the results ob- 
tained by the insurance method with 


those of the straight line and sinking 
fund methods. Using the weighted 
average life of 20 years, as computed 
from the meter data, we obtain the fol- 
lowing condition percentages: 








6% 6% 

Age Straight | Sinking | Insurance 

Line Fund Method 

Gece emcntiewesens 85.0% 91-47% 91.5% 
Re Ree eee 75.0 84. 84.9 
Boucle wie dans 60.0 73.2 73.8 
WOR cee res 50.0 64.1 65.8 
| {RR ie ener cer 35.0 48.4 53-5 
BGs ce Soe ctions 4 25.0 36.7 45-3 
BO ake ye wrasdene 10.0 16.0 33-2 
rem Eee ae 0.0 0.0 27.1 
MP acs csc centiw asians 0.0 0.0 20.1 














After 20 years’ age the straight line 
and sinking fund give 0% condition, and 
it is necessary to find another means of 
assigning conditions to units still in 
service. This is sometimes done by ar- 
bitrarily lengthening the total life in 
order to get those over the average into 
the picture. Another device often em- 
ployed is that of adopting a minimum 
service condition of from 10 to 20%. 
Here again we find averages leading to 
results difficult to support. 

The use of an interest rate lower than 
6% for computing the commutation 
table would tend to lower the condition 
percentages obtained by the insurance 
method, whereas the annuities calcu- 


‘lated by this means would be increased. 


The reliability of results obtained by 
the insurance method depends, of course, 
upon the accuracy of the basic statistics 
and upon the extent of the radix. It is 
generally possible by statistical mathe- 
matics to test the reliability of certain 
of the data. The size of the radix neces- 
sary to yield results within certain limits 
of error may also be determined. These 
calculations do not, however, relieve the 
statistician from the necessity of using 
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careful judgment in the selection and 
the rejection of data. 

It is to be expected that the mortality 
table will change slightly from year to 
year as more experience is gained. We 
should not, however, expect any radical 
change in the meter curve, because of the 
size of the present radix, and also for 
the reason that there is not likely to be 
any change either in the design of tin 
meters or in their service operating con- 
ditions. The record of the past may in 
this case be relied upon to furnish a 
very good knowledge of the future. 
Gradual variation in the characteristics 
of the meter curve will affect the meter 
annuities from time to time, but sudden 
changes sufficient to alter substantially 
the reserve situation would be highly 
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improbable, and would have to come in 


that form of calamity generally described 


as an act of God. 

The insurance method takes no note 
of the causes of retirements, whether 
they be the result of accidents, physcial 
deterioration, inadequacy, or obsoles- 
cence. It covers all the natural influ- 
ences which affect the retirement of the 
units, and is entirely independent of 
judgment and opinion when once its 
basic principles are accepted. In so far 
as the annuity is concerned, its bases and 
processes are above cavil. With respect 
to the method here proposed for measur- 
ing accrued depreciation, it must stand 
or fall on the principle that present value 
is not independent of future financial 
obligation. 
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Some Unsolved Problems in High Building 


By HERBERT S. SWAN 


UROPEAN cities are built up 
solidly to a given, uniform height 
within each zone, from the core of 

the city to the rim. The permissible 
legal height and the actual building 
height within each respective zone tend 
to be identical. 

How different are our own arrange- 
ments! Except in the one-family-house 
zones, where the height is restricted to 
two-and-one-half stories, there is, in 
entirely too many cities, but a very faint 
relationship between the permissible 
legal height and the actual building 
height in many of the zones. In the 
apartment-house zone, let us say, the 
legal height limit is six stories. Yet in 
these very same zones, nine-tenths of the 
land is very often occupied, if occupied 
at all, by one-family dwellings. Only an 
occasional apartment house rises to the 
permitted legal height of six stories. In 
the downtown business district, the 
situation is usually still worse. There, 
whatever the legal height limit may be 
for the zone, especially outside our -big- 
gest cities, only a few buildings reach the 
limit; the great majority of buildings 
stop before they reach the maximum per- 
mitted height. 

Some apologists for high buildings are 
innocent enough to insist that high 
buildings as such are beautiful. Nothing 
could be more erroneous. High build- 
ings are essentially no more beautiful 
than low buildings. They possess, as 
such, no more grace, no more symmetry, 
no more beautiful lines than do low 
buildings. A glance at the facades of 
almost any street in the downtown sec- 
tion of a large city will convince one of 
this fact. But even where high buildings 


possess exceptional architectural merit, 
they all too often ignore the reciprocal 
rights of other buildings with reference 
to light, air, and view. To the innocent 
bystander it has sometimes appeared 
that property owners have even ex- 
perienced in some cases a certain de- 
moniac glee in putting up high struc- 
tures which would blanket a particularly 
attractive building in the vicinity as, 
for example, the Singer Tower by the 
Benenson Building. Such lack of re- 
spect for the rights of others can, of 
course, have but a prejudicial effect 
upon the whole locality, including the 
property of the one who violates the 
amenities of the community, but this 
is a matter which many of our real estate 
owners are not sufficiently educated to 
understand. 

Probably in no single respect has 
zoning failed more signally than in re- 
stricting the height of commercial build- 
ings. This fact is all the more remark- 
able since the very first attempts in 
zoning were directed toward limiting the 
height of skyscrapers. 

The average American is not as yet 
educated to a point where he appreciates 
either the social or the economic prob- 
lems created by the giant skyscraper 
that covers practically the entire lot. 
On the contrary, he is actually proud of 
the high building, and the higher the 
buildings are, the more proud he is of 
them. Until the average citizen realizes 
the true significance of the problem de- 
veloped as a result of the high building, 
it is altogether likely that our height 
regulations will leave much to be desired. 

A fair amount of success has been met 
in regulating the height of residential 
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buildings. There the problem has, how- 
ever, been not so much one of height 
control as of exclusion of the high build- 
ing, particularly the apartment. But 
exclusion, in this instance, has very sel- 
dom been tantamount to prohibition or 
even to interference with desired prac- 
tice; other well adapted zones have in- 
variably been provided for the apart- 
ment. As the height limits in these 
zones have usually been adjusted to the 
height customarily required by local 
apartments, there has been exceedingly 
little complaint from apartment inter- 
ests against the height limits as such. 
The complaints lodged by apartment 
builders against zoning have far more 
frequently been directed to the narrow 
limits of multi-family-house zones than 
to the height limits applicable to those 
zones. 

But when considering the large office 
building and the hotel, an entirely differ- 
ent problem is presented. Any height 
limitation there, of course, has the effect 
of entirely prohibiting anywhere within 
the city buildings exceeding the pre- 
scribed height. The consequence is that 
commercial interests have quite often 
resisted any limitation which would 
effect the potential height of prospective 
buildings. They have also very fre- 
quently done everything in their power 
to secure the inclusion of as large an 
area as possible within the least re- 
stricted zone. These are disabilities 
affecting not an isolated ordinance, but 
constituting a real weakness of almost 
every zoning ordinance. 


New Ideas Regarding Height Problems 


Time is making it increasingly evident 
that in some respects we have miscon- 
strued the problem of the high building. 
In the past, most communities have 
placed the emphasis upon height limita- 
tion and limitation at the lowest politic 


height. They have not, as a rule, suc- 
ceeded in their attempt; more often 
than not the height limit imposed has 
been a very liberal one. Now, however, 
we are perceiving that the problem pre- 
sented by the skyscraper is not one to be 
solved so much through height limita- 
tion as through exercising effective con- 
trol over the bulk of high buildings. A 
high building erected as a tower, occupy- 
ing a small percentage of the lot, is far 
more to be preferred than a lower build- 
ing with the same bulk occupying the 
entire lot. There is no more congestion 
in one case than the other, but the tower 
enjoys vastly more light and air. That 
builders themselves are becoming con- 
scious of this important fact is sug- 
gested by the change which has been 
wrought in recent years in the character 
of towers. Formerly the tower was more 
an incident or ornament to a huge build- 
ing; relatively little rentable space was 
located in the tower. Now, on the other 
hand, the building itself tends to be a 
tower. Indeed, this evolution has gone 
so far that most of the building, in a 
number of cases, is included within the 
tower. 


Height Limits 


The first cities to restrict the height of 
buildings used a multiple of the street 
width as a basis for limitation. But it 
soon became evident that a multiple of 
the street width, however useful it 
might be as an auxiliary in preventing 
too high buildings on exceptionally nar- 
row streets, was open to serious objec- 
tions when relied upon as the principal 
means of curbing height. 

Chief among the objections is that a 
multiple of the street width does not 
produce a uniform type of development 
throughout a district. A multiple of the 
street width allows higher buildings 
upon the wider streets and thus actually 
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invites the location of buildings which 
will not comport with the general charac- 
ter of a neighborhood. The fact that a 
very high building happens to be located 
on a wide street hardly mitigates the 
injury done to lower buildings in the 
immediate neighborhood that have their 
height controlled by narrower streets; 
the blight suffered by them is exactly the 
same no matter how wide or narrow the 
street is on which the high building 
fronts. 

Basing the height regulations upon a 
multiple of the street width does not, 
of course, obviate the necessity of estab- 
lishing several classes of height zones, 
each governed by its own multiple of 
the street width. The height limit in a 
particular case, therefore, varies not 
only according to the width of the street 
but according to the zone in which the 
building happens to be located. In ap- 
plying the multiples of the original five 
New York height zones to only six sets 
of different street widths—so-, 60-, 7o0-, 
80-, 90-, and 100-foot streets—one obtains 
no less than 22 separate and distinct 
height limits. As three additional height 
zones have been added in New York 
since the adoption of the original regu- 
lations, the number of separate and dis- 
tinct height limits now permitted on 
these six street widths is even larger than 
it was at first. 

There is often a greater difference be- 
tween the height limits established for 
the widest and narrowest streets within 
a given zone than there is between the 
narrowest and widest streets in two 
different zones. Indeed, in many in- 
stances higher buildings are allowed on 
the wider streets in a zone apparently 
subjected to a stringent restriction than 
on narrower streets in a zone with a more 
liberal multiple. 

To obviate such conditions as these, 
later ordinances, with proper exceptions 


for towers, have subjected buildings in 
different zones to a flat limitation of 
height. Although the flat limit has 
avoided many of the awkward difficulties 
resulting from a multiple of the street 
width, it has, because of being too liberal, 
fallen short of its potential performance 
in limiting the bulk of commercial build- 
ings. 


Towers 


Many objections may be found to the 
New York height regulations but it is 
to their lasting credit that they did not 
prohibit towers. When the height of 
buildings was limited, New York pos- 
sessed but three important towers—the 
Singer, the Metropolitan, and the Wool- 
worth. Because of the grace, dignity, 
and beauty of these towers, it was gen- 
erally felt that zoning, far from pro- 
hibiting such structures, should do 
everything possible to encourage an in- 
crease in their number. As a result, 
a clause was incorporated in the zoning 
regulations to permit towers covering not 
more than 25% of the lot area to rise to 
an unlimited height. This provision 
has proved to be one of the most felici- 
tous in the whole zoning plan. Almost 
wholly because of this provision New 
York enjoys such distinction as it does 
today in the field of modern architec- 
ture. Had it not been for the tower 
privilege, all builders would probably 
have truncated their buildings to the 
vanishing point. But the right to erect 
a tower—a tower of unlimited height— 
has saved the city from such a hideous 
nightmare. 

Today, although only 16 brief years 
have passed since the adoption of its 
zoning regulations, New York is every- 
where becoming known as a city of 
towers. A galaxy of towers has risen 
in this short period such as the world 
has never known, nor probably ever will 
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know in any other city. Such towers as 
the New York Central, the New York 
Telephone, the Bank of Manhattan, the 
New York Life, the Irving Trust, the 
City Bank-Farmers Trust, the Heck- 
scher, 60 Wall Tower, the Chrysler, the 
R. C. A., the Empire State, and Radio 
City now soar far above the old roofs of 
the city to heights undreamed of before. 
In one sense, these towers stand as mon- 
uments to the power and wealth of the 
city; in another sense, they stand as a 
symbol of the city’s love for the noble 
and the beautiful. The majesty, the 
dignity, the radiant beauty of these 
towers represent the finest qualities of 
the soul of the metropolis, expressed in 
forms of steel and masonry. They 
constitute the city’s finest contribution 
to the civilization of our time. And yet, 
but for a short paragraph in a city or- 
dinance, all this might have been lost to 
posterity. 
Setbacks 

Some persons mistakenly attribute 
the towers of New York to the setback 
provisions of the zoning ordinance. As 
a matter of fact, very little relationship 
exists between towers and setbacks. 
The setback privilege, by enabling an 
owner to obtain the desired bulk at a 
comparatively low level, acts rather as 
a deterrent than as a stimulus to the 
erection of towers. One fact certainly 
stands out in bold relief. No satisfac- 
tory tower has been erected, since the 
adoption of the zoning plan, where the 
owners have not been obliged to sacri- 
fice an enormous volume of cubage per- 
mitted by the regulations at compara- 
tively low height levels. That the set- 
backs are responsible for the towers in 
New York is a popular fallacy which has 
been repeated so often that many be- 
lieve it. 

A setback obviously admits more 
light and air to the lower stories of 
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buildings across a street than does a 
vertical wall of the same height. But, 
unless the setback angle is established 
with reference to the floor level of the 
opposite side of the street, each incre- 
ment of height within the setback plane 
is bound to diminish the light enjoyed 
by the opposite side of the street. A 
proper setback should therefore assure 
to opposite buildings a constant volume 
of daylight regardless of the height of 
building within the setback plane. 


The New York zoning regulations en- 
tirely ignore this principle. There in 
the highest height zone, for example, 
each foot of street width below the set- 
back plane admits of two-and-one-half 
feet of building height. Above the set- 
back plane, however, each foot of open 
space permits of five feet of building 
height. In this respect the setbacks put 
a premium upon the construction of 
high buildings occupying as much as 
possible of the lot area. When the 
center of the street is considered, the 
setback plane does preserve a uniform 
angle of light; but when the lower 
stories on the opposite side of the street 
are considered, which is the factor of 
real importance, each increase in height 
diminishes the angle of light. Viewed 
thus, the setbacks, of course, stultify 
themselves. To achieve their object, 
setbacks should clearly be proportioned 
in the same ratio as the height below the 
setback plane bears to the street width. 

The most liberal height zone in New 
York, though ostensibly a two-and-one- 
half-times multiple of the street width, 
is actually, considering the additional 
height permitted by the setback ratio 
in so far as the ground story is concerned, 
quite a different regulation. Just what 
it is depends in each case upon the exact 
building height with reference to the 
particular street. With 1000-foot build- 
ings on 100-foot streets, for example, it 
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would be a four-times regulation. In 
the case of 60-foot streets, the same 
multiple of the street width would be 
reached with 600-foot buildings. The 
daylight assured with such a multiple is, 
needless to say, practically nil. Ac- 
cording to the Swan and Tuttle Day- 
light Tables,' the daylight received 
at the base of such a facade is but 2.98% 
of that enjoyed where there are no 
obstructing buildings opposite. 

Whatever volume may be added to a 
building as a result of the setbacks must, 
in New York, be incorporated into the 
building, if at all, at the level defined 
by the setback plane. In other words, 
an owner who might choose to forego 
either part or all of the volume defined 
by the setbacks cannot add this space 
to his tower. A tower is restricted to 
25% of the lot area at whatever height 
level an owner may choose to commence 
its construction, irrespective of whether 
or not the setbacks have been utilized. 

In this respect the setbacks clearly 
penalize the construction of the most 
graceful type of tower. It is not without 
good and sufficient cause that architects 
have seldom combined the setbacks 
with an attractive tower. That it can 
be done, however, has been most suc- 
cessfully demonstrated by the New 
York Telephone Building. The New 
York Life Tower, though in itself a beau- 
tiful structure, illustrates the architec- 
tural penalty a building usually pays 
when it attempts to utilize the volume 
permitted by the setbacks outside the 
main tower. 

Whether it may not be well to com- 
pensate owners who refrain from utiliz- 
ing their allotted volume at the lower 
levels, by permitting them to enlarge 
the base of the tower by an amount that 
would absorb the unused cubage per- 
mitted in the main building, is a ques- 


\Architectural Forum, November, 1918. 


tion that merits thorough examination, 

Today, an inflexible setback and 
dormer provision is virtually forcing an 
arbitrary architectural design upon build- 
ers. It favors the construction of com- 
pact buildings, having ugly excrescences 
projecting beyond the natural facade and 
containing a maximum cubage at eleva- 
tions near the street level; it penalizes 
the incorporation of this same identical 
cubage into high towers occupying a 
small part of the lot. 


Theoretically and practically a set- 
back, especially if it is defined by a line 
drawn from the opposite side of the 
street, should be a good thing; there is 
no inherent reason why it should compel 
the construction of ugly buildings. 
Judged, however, by its aesthetic re- 
sults, it would, no doubt, be better had 
the setback never been thought of. To 
many persons it is a question whether 
a more ugly feature has ever been in- 
troduced into our commercial architec- 
ture. One might think that a regula- 
tion which has given us scores of building 
monstrosities, such as the Chase Bank, 
the Paramount Building, the French 
Building, and many of the buildings in 
the Garment Center, to mention only a 
few, would stand thoroughly discredited. 
Yet, that even the setback may be 
utilized to achieve dignity and strength 
in the facade of a high building has been 
proved beyond contradiction by the 
Shelton Hotel, which probably illus- 
trates the most successful architectural 
use of the setback principle up to the 
present time. 

But there is one beneficial feature of 
the setback that should not be for- 
gotten; more light and air are admitted 
to the lower stories as a result of a set- 
back than would be the case were there 
unrestricted height with no setback. 
The setback in New York may have per- 
petrated upon the city all sorts of 
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awkward, truncated, distorted shapes in 
the way of buildings, but it has saved the 
city from dozens of structures like the 
Equitable Building, covering practically 
the entire lot, and rising 30, 40, 50 stories 
flush with the street line. A provision 
that has saved the city from such a ca- 
tastrophe cannot be said to be all bad. 


Inner versus Outer Courts 


An indirect result of the setback 
which should by no means be over- 
looked is the effect it has had upon the 
open spaces used to light and ventilate 
high buildings. In the older skyscrap- 
ers, small, dingy inner courts were far 
more commonly used than in the present 
setback building. As the upper stories 
must in the latter building recede from 
the street as they go up in height, an 
inner court is not nearly so convenient 
to use as an outer court. The result has 
been that in many cases a building has, 
in effect, been turned inside out; the 
core of the building, instead of being de- 
voted to narrow light shafts, is now the 
part of the building that is carried up, 
while the courts are so placed that they 
open into the street. Above the point 
where the setback plane begins, the 
courts become shorter and shorter until 
they soon disappear entirely. The gain 
to light, air, and ventilation effected as 
a result of this revolution in the use of 
courts in high buildings is simply in- 
estimable. 

There are so many good aspects to 
the setback that it is all the more de- 
plorable that the provision relating to 
its use in the zoning ordinance should be 
so rigid. Were it less inflexible there is 
reason to believe that architects would 
soon use it to design really beautiful and 
graceful buildings. A change that in- 
volves so much to the future appearance 
of the city should by no means be un- 
necessarily or unduly postponed. 


Future Control of High Buildings 


Towers lend variety to the skyline 
and embellish a city as few structures do. 
A single Chrysler Tower instills more 
civic pride than a hundred giant build- 
ings like the Equitable, occupying sub- 
stantially the entire lot. If sufficiently 
numerous, however, towers might very 
conceivably obstruct the light and ven- 
tilation of neighboring buildings. Up 
to the present it has been thought that 
their high cost of construction rendered 
this contingency very unlikely. Yet 
there are indications in several different 
localities of New York that this very 
thing is happening at the present mo- 
ment. 

To reduce any possible objection to 
them on this score, it is especially im- 
portant that towers be suitably located 
on exceptionally large parcels, that they 
be surrounded with adequate open space, 
and that at the same time only light 
colored materials with a large coefficient 
reflection be used in their facades. A 
hundred-story tower built of black ma- 
terial might in itself be a work of art, but, 
reflecting no light, it must, in so far as 
its vicinity is concerned, be not a tower 
of light but a tower of gloom. 

It is becoming increasingly evident 
that the tower should be restricted 
solely to exceedingly large parcels. In- 
deed, it is a question whether the smaller 
parcels had not better have their bulk 
limited to a comparatively low figure, 
possibly, say, the equivalent of a six- 
story building with an absolute maxi- 
mum height of eight stories, in order to 
stimulate the assembling of large plots, 
with a view to erecting towers. Any 
kind of high building on a 25- or 50-foot 
lot is an architectural abomination. 
Such buildings are, except on corner 
lots, even now severely handicapped in 
the provision of required courts and 
yards. But corner lots should not serve 
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as sites for small buildings. They should 
be consolidated with interior lots to 
form suitable plots for large structures. 
The zoning regulations might go a long 
way farther than they do in not only 
stimulating the erection of better build- 
ings, but in improving the appearance of 
the city through making it more worth 
while for owners to assemble larger plots 
for buildings and, more particularly, 
larger corner plots. 

We may, perhaps in time, even come 
to the view that buildings with a bulk 
in excess of that contained in, say, a 
six-story building, should be allowed 
only on plots having an area of more than 
20,000 square feet. But at the same time 
that large buildings were confined to 
large parcels, everything possible should 
be done to encourage buildings on small 
parcels to utilize their permitted bulk in 
a high building, rather than in a low one. 

But how much bulk should be allowed 
buildings on large plots? Probably not 
more than what could be contained in a 
12-story building covering the entire 
parcel. But the permitted bulk of the 
building at a height of more than six 
stories above the street would have to be 
contained in a tower occupying not 
more than 25% of the lot. Assuming 
that towers occupied the permitted 25% 
of the lot area, this would allow towers 
to be built to a height of 30 stories. 
Correspondingly higher towers would 
be allowed in case the building had not 
utilized its permissible volume at lower 
levels. 

But towers, in order that they may be 
permanent architectural assets to the 
city, should be restricted to such loca- 
tions that they may be permanently seen 
to advantage. To achieve this result in 
a satisfactory manner demands, as a 
rule, an entire block front for each 
tower. Towers erected on smaller sites 
are, as has been evidenced by both the 


Singer Tower and the R. C. A. Tower, 
very likely to be screened from view by 
adjacent buildings. 

Some arrangement like this would re- 
strict the bulk of buildings to a point 
where their volume would not be utterly 
out of scale with the city’s general plan. 
It would at the same time not only per- 
mit, but encourage, the erection of high 
buildings in such a manner as to make 
them permanently beautiful as well as 
useful. As time went on and additional 
high buildings were constructed, the 
earlier buildings would still be assured 
their required light and air. 


Building Cities for Permanence 


But not all of our unsolved problems 
in building are legal and architectural; 
some are financial and social. 

The American in building seldom 
thinks of permanence; all that concerns 
him is whether he can write off the cost 
of building before the advance in the 
convenience and comforts offered by 
later buildings renders his present build- 
ing obsolete. The result is that every 
building must have all the earmarks of 
ultramodernity. As modernity among 
most persons means something extremely 
different from what has gone before, it 
follows, of course, that new buildings 
must present as great a contrast as pos- 
sible to the old. In other words, a pri- 
mary purpose of new buildings must be 
not only to appear up to date but to 
make older buildings appear obsolete. 


Race for High Buildings 


A favorite method of accomplishing 
this end has been to build skyscrapers to 
an ever increasing height. Judging by 
the height of some of the more recent 
office buildings, the attempt seems to 
have been made to erect buildings to a 
height where they simply could not be 
built higher. How successful builders 
have been in reaching a maximum height 











is evidenced by the fact that within a 
comparatively few months of its com- 
pletion each “highest building in the 
world” has been overshadowed in height 
by a newer “highest building in the 
world.” 

Such silly striving for mere height may 
sooner or later be expected to bring 
about its own undoing, but, in the mean- 
time, irreparable harm is done to the 
city. High buildings usually with at 
least two, and often three, unfinished 
facades cast their ugly blight to the 
farthermost ends of the city, if, indeed, 
not to the countryside beyond. The 
shadows cast by some of our most recent 
skyscrapers at noon in the winter solstice 
are dangerously close to half a mile in 
length. Since some of these buildings 
house from 10 to 30 thousand employees, 
the burdens they impose upon the thor- 
oughfares and transportation facilities 
of the city are beyond all reason. These 
structures are seldom even a financial 
success; this last depression has seen 
more than a fair share of the higher 
buildings involved in foreclosure pro- 
ceedings. It may or may not be true, 
as has been charged, that a primary ob- 
ject of some of these projects has been, 
not so much to afford the investor a 
profit,as to give certain bond houses an 
opportunity to merchandise securities at 
generous profits to the underwriters. 
Considering all the problems that have 
followed in the wake of the present-day 
skyscraper, one is almost at a loss to 
find a better reason for their being. 


Theft of Tenants 


The numerous vacancies caused among 
the older buildings by each new sky- 
scraper in the vicinity show that the 
new buildings are not always built to 
anticipate an increased demand for 
office space. Indeed, the foundations 
for some of these buildings are barely laid 
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before renting agents commence to hawk 
the prospective new space to the tenants 
of neighboring buildings. Very often 
the overtures made in this respect border 
upon the unethical. At least, the ugly 
charge is often heard that the new office 
buildings carry on deliberate campaigns 
to steal the tenants of nearby buildings. 
But whatever the origin of these va- 
cancies may be, there can be no question 
as to their effect in the way of depreci- 
ated investment values, obliterated equi- 
ties, and foreclosed mortgages. In many 
cases our large lending institutions have, 
no doubt, in effect financed foreclosures 
on their own mortgages through exces- 
sive advances in funds for the erection of 
unnecessary structures. 


Fictitious Rents and Inflated Values 


Such considerations are not confined 
to office buildings; they apply. also to 
residential buildings. Since the war 
there has been a marked restraint 
in financing moderately priced apart- 
ments but, while they were still being 
constructed, instances were not unknown 
where all sorts of tricks were resorted to 
in fooling honest investors. Some apart- 
ment buildings were filled up through 
leases with secret concessions to the 
tenant in the way of one or two months’ 
free rent. These fictitious rents were, 
of course, capitalized wherever possible 
in arriving at the price paid for the 
building by the unwary investor. 


Profiteering in Real Estate 


These operations unduly multiplied 
equities; many buildings were owned 
on a mere shoestring. They also had 
the apparent effect of inflating rentals 
and, as a result, tempted the innocent to 
put up still more buildings. The conse- 
quence was, of course, most demoralizing 
to the real estate market. 
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: This mad, sordid race in real estate 
financing, construction, and selling was 
waged with but one idea—the maximum 
profit in the shortest possible time. 
Shoddy construction, jerry-building, 
racketeering in a dozen different ways 
flourished, all to the permanent preju- 
dice of the city as a whole. Real estate 
developers locked arms with politicians; 
permits for what were actually illegal 
structures were in some instances put 
up on the auction block and sold in the 
guise of variances by the board of 
appeals to bribe-giving builders. 


Laying the Foundations for 
Future Blighted Areas 


-. Is. it any wonder, under such circum- 
stances, that much building in some 
cities has been essentially anti-social? 
That originally lax building regulations 
have been more laxly enforced? That 
whole areas have been blighted through 
the erection of buildings occupying an 
excessive proportion of the lot and 
stealing their light and air over the tops 
of other buildings? And that these evils 
have been grossly exaggerated through 
unsound methods of financing? 

. Surely no surprise need be expressed 
over the fact that such buildings are of 
doubtful benefit to the community. 
Owners of buildings none too well built 
in the first instance, after paying operat- 
ing expenses, taxes, and interest on the 
customary two or three—sometimes 
four or five—mortgages ahead of their 
equity have had little money left over 
for maintaining their premises in a 
proper state of repair, or in a manner to 
attract and keep desirable tenants. 
Whole neighborhoods have, as a result, 
hardly been half built up before social 
decay has set in and plunged them into a 
sort of economic paralysis or blight from 
which they have but seldom been able to 
extricate themselves. 


Rejuvenating New York’s Lower 
East Side 


Daring initiative has made our cities, 
despite all their faults, the most modern 
and efficient cities of the world. Yet our 
very enterprise sometimes leads us into 
some expensive errors. For a generation 
past New York, for instance, has been 
building subways with the avowed object 
of reducing congestion. Billions of dol- 
lars have been spent on hundreds of 
miles of rapid transit lines reaching to 
the remotest corners of the Bronx, 
Brooklyn, and Queens. As a result, 
hundreds of thousands who formerly 
lived in the slums of Manhattan have 
removed to the suburbs. During the 
past decennium, Manhattan lost no less 
than 450,000 of her population to the 
neighboring boroughs. So general is this 
exodus from the old city, that whole 
sections stand today in fear of depopula- 
tion. The Lower East Side, for example, 
lost 40% of its residents during the last 
decade. No less than a quarter of a 
million departed from the slums below 
14th Street and east of the Bowery to 
make their homes in the new tenements 
constructed along the new transit lines. 
But at what a cost? Entire new com- 
munities have had to be built. Thou- 
sands of new apartments have been con- 
structed where formerly there were but 
vacant fields. Water mains, sewers, 
pavements, totalling hundreds of miles 
in length, have been laid. Huge schools 
have, of course, had to be built to ac- 
commodate the redistributed school 
population. 


Role of Lending Institutions 
in City Development 


And now that the process of relieving 
East Side overcrowding has fairly started, 
what do we find? The very same sav- 
ings banks and lending institutions 
which have financed the building of these 
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new suburban apartments, by making 
loans aggregating hundreds of millions 
of dollars, find that the equities back 
of their liens on East Side properties 
have been undermined to a point where 
the real estate in many instances is not 
worth the amount of the first mortgage. 
To resuscitate these loans on slum prop- 
erties, the very same lending institutions 
which financed the exodus to the suburbs 
are today subscribing funds to inaugu- 
rate a trek back to the East Side. Tot- 
tering loans have at last made them see 
that a shifting of residence centers can 
be both constructive and destructive. 
It may mean better apartments, but 
these can also be built in the older sec- 
tions of the city by the demolition of 
obsolete buildings unfit for human habi- 
tation, and their replacement with up- 
to-date, sanitary homes surrounded with 
adequate open space. 


Responsibility of Lending Institutions 
for City Extravagance 


In times of stress our financial insti- 
tutions are rather free in criticizing 
what they term the extravagance of our 
municipal officials, but they conven- 
iently forget that much of this so-called 
extravagance is part of their own doing; 
not a little of the wasted money has been 
spent in providing schools, water, sewers, 
pavements, and all the other prerequi- 
sites necessary to make the apartments 
financed by these very same institutions 
in the suburbs habitable; in other words, 
in duplicating in the suburbs facilities 
already existing in the old city, and made 
useless as a result of the exodus to the 
suburbs. If a little more vision charac- 
terized the lending policies of our finan- 
cial institutions, it would redound not 
only to their own advantage, but to the 
benefit of every taxpayer. By liberal 


lending in certain sections, they can 
inflate realty values and stimulate good 


sized booms; by withholding much 
needed credit in other localities, they 
can induce such deflation as practically 
to blight a large area. 


Building to Create a Demand 


A big difference distinguishing de- 
velopment in America and Europe is 
that the European, in general, builds to 
fill a demand, while the American much 
more often builds to create a demand. 
The buildings constructed in Europe 
today are, with exceptions here and 
there, so far as outward appearances are 
concerned, not essentially different from 
those built hundreds of years ago. In 
America, however, the 20-story apart- 
ment and factory and the 1oo-story 
office building have already become 
actual realities. At the time these tall 
buildings were built there was no de- 
mand for them; the buildings were first 
built; the demand for them was created 
after their construction. 


Initiative of the Individual Builder 


This initiative and speculation which 
are the distinguishing traits of the 
American are both a bane and a blessing 
to our cities. On the one hand, they 
have led to a constant experiment with 
new forms and to the development of 
new ideas and new values in our archi- 
tecture; stimulated employment and 
encouraged high wages; and, as a con- 
sequence, stimulated a distinct social 
advance, particularly in the improve- 
ment of general housing conditions. 
These qualities have made our cities the 
most modern and progressive cities in 
the world. In the less progressive cities 
of Europe, where this speculative in- 
stinct has been all but absent, the bulk 
of the population still live under what 
are practically medieval conditions. This 
difference in the basic conditions under- 
lying the building industry on the two 
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continents helps to explain the virtual 
retirement of the private builder and 
the entrance of the municipalities with 
their socialistic programs into the field 
of general workmen’s housing, as in 
Vienna. 


Preservation of Historical Monuments 
in Europe 


Some European cities have been so 
solicitous in preserving their ancient 
walls and historical monuments that 
they have almost forgotten that a new 
day has dawned in the world. In pre- 
serving the past, they have forgotten the 
present, with the result that entire cities 
have survived as the obsolescent relics of 
a dead past. This blind worship of the 
past has meant the religious preserva- 
tion of so many things that cramp and 
distort the normal life of the community 
that it is one of the heaviest burdens the 


_ present has to bear. Where reverence 


for the past is allowed to paralyze prog- 
ress, when all initiative and enterprise 
are geared to the life of the Middle Ages, 
is it indeed any wonder that these cities, 
instead of being alive, pulsating com- 
munities with eyes upon the living pres- 
ent, are more in the nature of museums 
devoted to exhibiting the mode of life 
of generations long dead? 

Attachment to past romance and 
grandeur should never be permitted to 
shut us out from participating to the 
full in the more glorious activities of the 
present. Every generation owes it to 
itself no less than to posterity to live 
in as healthful and sanitary homes as its 
industry and earning power will permit. 
Yet in Europe today we find entire 
cities occupying houses unfit for human 
habitation, out of a false attachment to 
the past. The really beautiful and senti- 
mental should, of course, always be 
tenderly cherished and handed down to 
posterity, but no city should permit it- 


self to become a mere curator of indif- 
ferent things, just because they are old. 
In view of their decadent effect upon 
many European cities, we may well 
thank God that we have so few his- 
torical monuments to preserve in this 
country. 


Change versus Progress 


We in this country have at times been 
more interested in change than in prog- 
ress. So long as we have changed things, 
we have not been overly inquisitive as to 
whether or not we have really pro- 
gressed; change for change’s sake, even 
though it has been change without prog- 
ress, has characterized entirely too much 
city development. 

In this respect, we have something to 
learn from the more progressive Euro- 
pean cities. There they still restrict the 
height of buildings in the downtown dis- 
trict to the five and six stories that pre- 
vailed in the days of solid masonry con- 
struction, but the buildings nevertheless 
enjoy all the up-to-date conveniences 
of our own skyscrapers. 

The conveniences and comforts of a 
building pertain, not to the outside, 
but to the interior, The European 
builds for permanence; he therefore 
finds it inadvisable to call particular 
attention to the facilities afforded in the 
way of steam heat or elevator service 
by giving the building an excessive 
height. He builds his new office building 
to exactly the same height as the old; 
although he may change the architec- 
tural form of the building, its height re- 
mains the same. In many instances, 
especially if the replaced building is a 
medieval one, the new building must 
have a facade, either exactly like, or in 
keeping with that of the old structure. 
But, even if such control is not exer- 
cised, there is no difference in the size of 
buildings; the new buildings are of 
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substantially the same height and bulk as 
the old. Even though hundreds of years 
may separate the building of different 
structures in a block, there is no more 
variation in the facades of the different 
buildings than that which may charac- 
terize the buildings in a similar length 
of street at home, all of which may have 
been constructed within a compara- 


tively short period of years. 

Almost two generations have elapsed 
since we, in this country, began to ex- 
periment in a big way with city building. 
Our experience has taught us many val- 
uable and instructive lessons. But the 
best lesson it has taught us is that we 
still have many things to learn both 
about high buildings and about cities. 














Residential Electric Rates in Wisconsin: 
A State-wide Picture 


By E. W. MOREHOUSE* 


fe growth of interconnected 


electric systems, serving a multi- 

tude of communities, has given 
rise to a host of different, though not 
altogether new, rate-making problems. 
Among these is the task of getting as 
much uniformity in rates charged in 
different communities as is possible with- 
out too great sacrifice of cost-of-service 
principles. I refer in this instance not to 
the form of the rate, i. e., block rate, 
room rate, connected load rate, etc., but 
to the unit price itself, or to the bill for 
given kilowatt-hour consumptions. 

In this respect the practices of utility 
companies vary. Except for the indus- 
trial power market, where competition 
plays a large role and tends to force 
system-wide uniformity, very few com- 
panies now charge exactly the same rates 
in all communities regardless of size, 
character, load characteristics, location, 
etc. Most companies still have some 
degree of differentiation among the rates 
charged in various communities. This 
is especially true in the case of residential 
rates, where competition exerts less in- 
fluence than in power markets, and is 
frequently true even when system opera- 
tion has been established for some time. 
Some of these inter-community rate 
differentials are remnants of the days of 
isolated plant operation; some are ex- 
plained more or less persuasively, on the 
ground of differences in the costs of ren- 
dering service; and some are based 
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rather roughly on a classification of com- 
munities by size. This is not an ex- 
haustive list of the factors affecting 
these differentials, but it will suffice. 

The following material bears especially 
on rate differentials in communities of 
different sizes. The material constitutes 
only a general picture of what the resi- 
dential electric rate structure of an en- 
tire state looks like from the standpoint 
of the spread of rates in the state as a 
whole and in communities of different 
sizes. It is only a snapshot taken in the 
autumn of 1932. As such, it summarizes 
the attainments of whatever trends have 
been at work in the past. But it does 
not directly show trends, except by in- 
ference, although a similar picture five 
years ago and five years hence might 
show interesting tendencies. 


The Methods and Assumptions 
of This Analysis 


Before presenting the figures and 
charts, and commenting briefly upon 
them, the reader should clearly under- 
stand the methods used and the major 
assumptions made. Perennial argu- 
ments take place as to whether custom- 
ers pay more attention to the form of the 
rate, the size of the blocks, the top price, 
the bottom price or the spread between 
prices of different blocks, the gross or 
net rate, or the size of the total bill- 
We did not intend to resolve these argu- 
ments by choosing to compare bills. 
This choice was forced because of the 
necessity of finding a common denom- 
inator for comparison. Anyone who has 
compared electric rates realizes that 








there is considerable variety in rate- 
forms, i. e., in methods of quoting rates, 
to say nothing of variations in discounts 
for prompt payment of bills. On ac- 
count of this variety of rates, the bills 
have been computed for certain kilowatt- 
hour consumptions at the net rates on 
file with the Public Service Commission. 
The consumptions chosen—20, 40, 60, 
100, and 150 kw. hrs.—seem fairly rep- 
resentative of different degrees of use of 
electricity. No attempt was made to 
include rural residential or seasonal 
(summer cottage) rates; only incor- 
porated communities were included. The 
grouping of communities into size classes, 
using 1930 Census of Population figures, 
was largely arbitrary and was made for 
convenience. After the net bill for each 
selected consumption was computed for 
the several communities in each size- 
group, a simple average of these bills 
was taken for the separate size-groups. 

Because of the variety of rate-forms, 
certain assumptions had to be made in 
computing the net bills. These assump- 
tions may be summarized briefly as fol- 
lows: 

1. Where connected load rates were 
effective, the most frequent size of first 
block, determined from recent consumer 
analyses in every instance except one, 
was used. These block sizes ranged from 
8 to 15 kw. hrs. 

2. Where room rates were based on a 
real estate count, 6 rooms were assumed. 

3. Where an active room rate was in 
effect, 3 active rooms were assumed. 

4. Where a combined lighting, heat- 
ing, and cooking or general residential 
service rate was available, it was used 
at all consumptions except where the 
straight lighting rate or the combination 
of the lighting rate and the separate 
heating and cooking rate figured out to 
a lower bill. 

5. In some communities a combina- 
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tion lighting and heating and cooking 
rate was not on file. In these cases, the 
lighting rate was used through 60 kw. 
hrs. For the 100- and 150-kw. hrs. steps 
the heating and cooking rate was ap- 
plied to the consumption in excess of 40 
kw. hrs.,—namely, 60 and 110 kw. hrs. 
respectively. 

6. To determine the minimum bill for 
heating and cooking, a 5-kw. range was 
assumed. However, in small communi- 
ties where no combination or special 
heating and cooking rate was filed and 
where the existing lighting rate obvi- 
ously made electric cooking prohibitively 


expensive, bills for 100 and 150 kw. hrs. | 


were not computed. 

In interpreting these data, the reader 
is cautioned not to regard these figures as 
representing the utilities’ cost of serving 
residential customers. The bills do re- 
flect the cost to the consumer in the 
sense of what he pays for electricity. 
But the cost to the utilities involved may 
be more or less than the averages shown. 
To determine costs to the utility of serv- 
ing one class of customer involves elab- 
orate cost studies including many more 
or less arbitrary allocations. Moreover, 
the material in this article should not be 
interpreted as passing judgment on the 
reasonableness or unreasonableness of 


the bills. 
The Graphic Picture 


Table I, showing the average com- 
puted bills for the selected consump- 
tions and the high and low bills in each 
size-group of community, is self-ex- 
planatory. The data in this table form 
the basis for the charts which follow. 
Any one who wishes to do some simple 
arithmetic may, by dividing consump- 
tion into bill, determine what the aver- 
age rates are at different levels of con- 
sumption. 

Chart I pictures the general decline 
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Summary oF Comparison oF Net ResipenTIAu Evectric Bitts, By Poputa- 


TION Groups, Wisconsin Cities, As or OcToBER, 1932 











Communities Classified 


Total Net Bill for Following Use inKw. Hrs. per Month 




















by Size Groups 
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All Incorporated Communities in Wisconsin 
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in the average, high, and low bills for 
40 kw. hrs. as the size of the community 
increases. We have come to expect 
electric rates in the larger communities 
to be lower than those in villages and 
hamlets, and here we find a quantitative 
measure of this difference. In Wisconsin 
the average bill for 40 kw. hrs. in cities 
of 10,000 population or more is about 
¥ or $1.20 less than in a hamlet of less 
than 500 persons. 

But there are some irregularities de- 


serving of comment. The average bills 


in the 3,000-4,000 and 5,000-10,000 
population groups appear relatively 
higher than might be expected. On the 
contrary, the average bill in the 4,000- 
5,000 group appears relatively low, al- 
most reaching the level of rates in 
the 10,000-20,000 and 20,000-and-over 
groups. To explain adequately these 
irregularities would require examination 
of such factors as the rate policies of the 
companies serving these communities, 
and the geographical location of the 
communities, particularly with respect 
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to water powers and distance from 
densely populated areas and the larger 
sources of supply. It is also noteworthy 
that the average bills in the two largest 
size-groups are virtually the same and 
that the spread between high and low 
bill in the 10,000-20,000 group is rela- 
tively narrow. The city with the lowest 
bill for 40 kw. hrs. has a population 
between 2,000 and 3,000. 

Chart II shows the high, low, and 
average bills for each consumption in 
the various size-groups of cities and for 
all cities. Except for the extremely 
wide spread between high and low bills 


in the smallest communities, it might be 
said that a considerable degree of uni- 
formity in bills had been attained in 
communities above 500 in population. 
The less-than-500 group has the largest 
number of communities, but the aggre- 
gate population therein is small relative 
to the remainder of the State, especially 
the over-20,000 group. It is noticeable 
that in general the spread between high 
and low bills decreases, i. e., the degree 
of uniformity increases, as the size of the 
community increases. The relatively 
high degree of uniformity in rates in 
Cities of 10,000 to 20,000 population 
stands out. 

Since very high or very low bills in 
one city may distort the picture of uni- 
formity on Chart II, a different method 
has been used for Chart III, which shows 
only the average bills. In order to make 
the chart more readable, certain size- 
groups of cities have been combined, 
as noted on the chart. One striking fea- 
ture of this chart is the narrowness of 
the spread between average bills in the 





CHART II 


COMPARISON OF NET RESIDENTIAL ELECTRIC BILLS, BY POPULATION GROUPS, ALL WISCONSIN CITIES 
AS OF OCTOBER, 1932 
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various sizes of communities. Especially 
noteworthy is the fact that after 40 kw. 
hrs. the lines run very. closely parallel. 





CHART 312 | 
AVERAGE NET MONTHLY BILLS FOR REPRESENTATIVE RESIDENTIAL | 
CONSUMPTION OF ELECTRICITY | 





























To those who are accustomed to rate 
curves of this type, this will indicate 
that rate differentials among communi- 
ties of different sizes are largely estab- 
lished in the first 20 or 40 kw. hrs. and 
that the idea of promotional rates has 
permeated rather widely throughout the 
State. The close reader of the chart will 
note that communities with populations 
of 10,000 and over enjoy lower pro- 
motional rates than the State average 
and that customers using more than 60 
kw. hrs. in cities of 2,000 to 5,000 popu- 
lation and those using more than 100 
kw. hrs. in the 5,000-10,000 group of 
cities enjoy rates somewhat more pro- 
motional than the average in the State. 
As might be expected, those living in 
communities of less than 2,000 popula- 
tion receive the least promotional rates. 

Chart IV translates the curves on 
Chart III into average rates per kw. 
hr. for the various blocks and accentu- 
ates two features of the earlier chart. 
With much more clearness, Chart IV 
shows that rate differentials among com- 


munities of different sizes are largely 
established in the first two blocks or, 
more accurately, in the first 40 kw. hrs. 
consumption. It also emphasizes the 
extent to which promotional rates have 
penetrated the State, especially in com- 
munities above 2,000 population. Even 
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in small towns, villages, and hamlets, 
the average rate per kw. hr., when con- 
sumption exceeds 60 kw. hrs. per month, 
approaches close to 3 cents. Except for 
the 60-100 kw. hrs. consumption block, 
the average rate per kw. hr. in each block 
is uniformly less as the size of the com- 
munity increases. In this one block, 
residential users in communities of 2,000 
to 5,000 population appear to enjoy the 
lowest average rate per kw. hr. | 


Conclusion 


The value of such a study as this lies 
in the fact that it is a guide to further 
analysis of the rates of particular utili- 
ties, especially where they diverge from 
the average. Such further analysis ts 
essential before adequate explanation of 
these differences can be offered and be- 
fore final judgment should be passed on 
their justification. 











The Organization and Personnel of the 


Nebraska Railway Commission 
By L. L. DURISCH 


The Administrative Agency 
, SHE responsibilities involved in the 


regulation of public utilities make 

it desirable to place the organization 
of the Commission upon the highest 
standards of public administration. In 
regard to some of these standards there 
is substantial agreement; others are 
still matters of controversy. 

The matter of the position of the ad- 
ministrative agency in the state govern- 
ment is of present importance. The 
Nebraska Commission is relatively free 
from executive control, and is touched 
by the Legislature and by the voters 
only periodically. The judicial system 
exercises the only constant control over 
the commission. 

The movement for the reorganization 
of state government, starting in Illinois 
in 1917, has been forced to face the 
problem of whether the principles of 
reorganization shall be applied to public 
utility commissions. When Nebraska 
reorganized her administration in 1919, 
the State Railway Commission was left 
as an independent agency, although 
many boards and commissions were re- 
placed by departments under single- 
headed control. Even states such as 
Illinois and Ohio, which went farther in 
the direction of consolidation, have left 
their Commissions free from active con- 


1 See Paul V. Betters, ““The Case For and Against the 
One-Man Utility Commission,” 8 Public Utilities Fort- 
nightly 208-18 (1931). 

2See Leonard D. White, Introduction to the Study of 
Public Administration (New York: Macmillan Co., 
1926), p. 60; W. F. Willoughby, Principles of Public 
Administration (Baltimore: Johns Hopkins Press, 
1927), p. 120; Walter F. Dodd, State Government (New 


trol by the executive. Washington has 
centralized control in a department, 
headed by a director assisted by super- 
visors. When acting in a quasi-judicial 
capacity, the signatures of two of this 
departmental board are necessary. 

Oregon has recently gone the entire 
way and created a department of public 
utilities consisting of a single commis- 
sioner, appointed by and removable at 
the discretion of the Governor.! There 
is no agitation for a similar organization 
in Nebraska, either from the critics or 
defenders of the present system, per- 
haps because it is impossible to predict 
the type of governor Nebraska will elect. 
Governors have ranged in opinion from 
the most conservative to advocates of a 
wide extension of public ownership. 
Neither group in the State at present 
would care to put utility control di- 
rectly under the Governor. 


The advantages of a single-headed 
agency lie in the fact that a well-trained, 
experienced individual might easily be 
more efficient than any group or com- 
mission. The disadvantages are that 
continuity of policy is less likely and that 
many believe quasi-judicial and quasi- 
legislative functions to be better per- 
formed by a group than by an indi- 
vidual.?, At present it seems likely that 
the Nebraska Commission will continue 


York: Century Co., 1928), p. 256; but cf. Betters 
(op. cit., p. 288), who, emphasizing the administrative 
aspect of regulation, states: ‘There is an unmistakable 
trend among students of government structure and func- 
tioning for abolition of the almost universal system of 
Commission regulation of public utilities and the sub- 
stitution thereof [therefore] of a single-headed regula- 
tory agency.” 














NEBRASKA RAILWAY COMMISSION 43 


as an independent agency free from ex- 
ecutive control for some time to come. 


Requirements and Qualifications 
for Membership 


The railway commissioners of Ne- 
braska are constitutional officers, but 
their qualifications are established by 
statute, the Constitution merely pro- 
viding that the three members shall be 
chosen at the general election. Statu- 
tory requirements have been set up, but 
they are few and simple. Members of 
the Commission must be resident citi- 
zens of the State and qualified voters. 
They must not be less than 30 years of 
age, or in any way or manner pecuniarily 
interested in any of the corporations 
subject to Commission regulation. 
Should any commissioner obtain such an 
interest while serving on the Commis- 
sion, he must at once resign.‘ Unlike 
some of the other states, Nebraska has 
no requirement of technical knowledge 
or experience. 

Nebraska is one of the group of mid- 
western and southern states which have 
established elective commissions. The 
term of office is six years, which in com- 
parison to the other state offices is rela- 
tively long. A continuing commission is 
secured by having one member elected 
every two years. In spite of untimely 
resignations, there has always been at 
least one experienced member on the 
Commission and, with the exceptions of 
the years I919 and 1927, there have 
always been two incumbents with four 
or more years’ service, each time a new 
member entered upon his duties. 

No serious attempts have been made 
to have the commissioners appointive 





3 Constitution, Art. IV, § 20. 

4 Session Laws of 1907, p. 312. 

® Morris Llewellyn Cooke, Public Utility Regulation 
(New York: Roland Press, 1924), p. 195. 

©The unique Nebraska procedure provides for the 


instead of elective officers, although 
most authorities seem to prefer the 
former method of securing public service 
commissioners. Probably many elected 
commissioners are supersensitive to the 
demands of uninformed voters, but the 
charge is also made that appointive 
commissions tend to grow aloof and 
become more responsive to demands 
from the companies than considerate of 
public interests.> It is thus impossible 
to say that either method would work 
the better under all circumstances. 

The Nebraska commissioners are not 
subject to removal by administrative 
act, nor is there a provision for removal 
by recall. They are removable, how- 
ever, by impeachment,‘ or a proceeding 
may be brought by the attorney general 
to declare the office vacant or forfeited 
if an incumbent shall have become a 
stockholder in a utility company, moved 
from the State, or disqualified himself as 
an elector. In 1918 an action in the 
nature of a quo warranto was brought in 
the Supreme Court of the State to oust 
the Railway Commissioners for failure 
to give an official bond. It was ad- 
mitted that no bond was given, but the 
Court decided that the provisions re- 
quiring bonds for certain state officers 
did not apply to members of the Com- 
mission. The Legislature could not re- 
quire bonds of constitutional officers.’ 

With but one exception the men who 
have served on the Commission have had 
university training, the great majority 
being university graduates. Most of the 
Commissioners had attained a limited 
degree of political prominence before 
their election to the regulatory body, 
but it is significant that none had held an 


voting of the impeachment charges by a joint session 
of the House of Representatives and the Senate, and a 
trial before the Supreme Court of the State. (Constitu- 
tion, Art. III, § 17.) 

7 State of Nebraska ex rel. Shields v. Hall, 170 N. W. 
173 (1918). 
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important state executive office prior to 
their service on the Commission. 

The membership of the Commission 
has been dominated by lawyers and 
newspaper men. This is probably be- 
cause both classes have the political in- 
fluence necessary to gain election. Law- 
yers have at all periods in our history 
shown much versatility, partly because 
of their experience in weighing evidence 
and in familiarizing themselves quickly 
with problems presented to them. 

Bankers are also not out of place on 
regulatory bodies, and several have 
served on the Nebraska Commission. 
Engineers possess technical knowledge 
that would be of value to a commis- 
sion,’ but Nebraska has never had a 
commissioner with engineering training. 

The lone physician who has served on 
the Nebraska Commission might seem 
to be not especially suited for such 
work. This particular commissioner 
was able to bring to the regulatory body 
long experience in public affairs, includ- 
ing distinguished service as the mayor 
of Lincoln. After all, the formal training 
of a commissioner is not as important 
as that he shall be intelligent, fair- 
minded, and anxious to perform the 
duties of his office to the best of his 
ability. With these qualifications a com- 
missioner is able to rely on the staff for 
advice in technical matters. 


Campaigns and Elections 


The size of the Commission was fixed 
at three members, this number being 
the most common in the various state 


utility commissions. States with ap- 


8 Francis X. Welch, 4 Public Utilities Fortnightly 803 
(1929), has suggested that an idea! commission would 
be composed of one lawyer, one engineer, and one 
banker. 

* Examination of the results of the primary elections 
shows that in most cases real contests for the nomina- 
tion developed in both parties. Occasionally, an especi- 
ally well known candidate or a candidate for re-election 
had an easy time in the primaries, but such cases are 


pointive commissions often require that 
the members shall not all be from the 
same political party. An examination 
of the party affiliations of members of 
the Nebraska Commission shows that 
the great majority have been Republi- 
cans. Nebraska has in the past been a 
Republican state under normal ‘condii 
tions and that party has been able to 
dominate the Railway Commission. Of 
the 16 men who have served on the 
Nebraska Railway Commission 12 have 
been Republicans. During the greater 
part of its history all three members havé 
been elected by the Republican party. 
This situation has placed the Demo- 
cratic party in the role of critic, and in- 
creases in the Democratic representa- 
tion in the Legislature have at times 
threatened the existence of the Commis- 
sion. 

The party nominees are selected 
through the direct primary, a petition 
signed by 25 voters being sufficient to 
secure a place for the candidate on the 
primary ballot. The impression that 
bosses pick the candidates is widespread, 
but probably without much foundation. 
Rather, the primary gives the impres- 
sion of being a wide open race, in which 
the most widely known, if not the best 
qualified, candidate wins.° 

In general, the pre-election campaigns 


exceptional. The following is the result of the 1932 
primary vote: 
Republicans Democrats 

Floyd Dort......... 13,497 Floyd L. Bolen. . .24,662 
John H. Miller...... 12,270 K.C. Enudson. ..14,411 
Orville H. Andrews..11,516 JohnH. Hutchins. 12,491 
Harry A. Foster... .10,375 E. A. Walrath....11,822 
George L. Jackson... 9,419 Phil H. Kohl..... 11,295 
George C. Porter.... 9,389 Harry K.Easton.. 9,748 
Richard F. Wood... 7,479 Irl D. Tolen...... 9,721 
Henry F. Keiser.... 6,082 George Pierce.... 9,710 
Ralph C. Lawrence.. 4,955 W. B. Eastham... 8,091 
James A. Little..... 4,915 T.O.Merchant... 5,639 
Cyrus B. Wall...... 35356 
H. E. Glatfelder.... 2,889 

(Official Report of the Nebraska State Canvassing Board, 
Primary Election of 1932, pp. 6, 12.) ’ 

(Footnote 9 continued on page 45) 
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of candidates for the Commission have 
not attracted a great deal of attention. 
Political advertisements are run in the 
leading newspapers of the State, but the 
advertising is very reserved in character, 
consistingin most cases of a picture, alist 
of special qualifications, and some gen- 
eral statements characteristic of political 
advertisements, such as “Randall on 
the Commission is a pledge of a square 
deal for all”; “John E. Curtis—highly 
qualified for the position he seeks.’’!° 
Occasionally a challenging note creeps 
into the advertising: ‘Floyd L. Bollen, 
candidate for Railway Commissioner. 
The Commission should serve the people 
or be abolished.” Another candidate 
promises “ . if elected, to do all 
things possible to make the State Rail- 
way Commission responsible to the 
needs of the producers on the farm, the 
men who pay excessive freight, as well 
as to the. railroads.” Still another 
candidate seeks favor by making vague 
threats against federal control of freight 
rates: “the Interstate Commerce Com- 
mission has assumed that they alone 
control intra as well as inter-state rates 
and that state Commissions are only 
advisory. So far they have made this 
stick. It is time to assert our state 
rights,””! 

A retiring commissioner has charged 
that unfair political speeches have done 
much to lower the prestige of the regula- 
tory body in the eyes of the people. 
Candidates will tell the public of great 
rate reductions to come at an early date 
if they are elected. Regardless of the 


(Footnote 9 continued from page 44) 

Mr. John i Miller, the retiring member of the Com. 
mission, was defeated for renomination. In regard to 
his candidacy, the Nebraska State Journal stated: ‘Mr. 
Miller’s election was influenced by support of the Klan, 
it was alleged at the time of his nomination over 
Thorne Browne. His name was also said to have been 
confused with that-of John E. Miller, prominent. mer- 
chant who has received an award: from his fellow citi- 
zens of Lincoln for distinguished service. John H. Miller 
has never received an award for distinguished service: 


personnel of the regulatory. body, such. 
rosy promises are generally not carried: 
out because they are impossible prom- 
ises.* Public resentment, however, is 
often turned against the Commission, 
rather than against the candidate who 
resorts to political insincerity. 

The Nebraska election law provides 
that candidates file statements of con- 
tributions and expenses incurred in the 
campaign. Corporations are prohibited 
by law from contributing to campaign 
funds. The reports filed with the state 
auditor show that candidates for the: 
Railway Commission spend very small. 
sums in their campaigns, never more 
than a few hundred dollars. 

An election law, however, cannot pre- 
vent certain interests from quietly and 
unofficially working for one candidate 
and against another, and probably 
some such aid has been given. Testi- 
mony introduced at an investigation 
conducted by the Federal Trade Com- 
mission tended to show that certain 
electrical utility interests had con- 
tributed to the 1926 primary campaign 
fund of Thorne A. Browne, candidate for 
re-election to the Nebraska Commis- 
sion.» Mr. Browne, in a statement 
published in the Nebraska State Fournal, 
denied that he had received any such 
aid: 

“If it is anybody’s business in Washing- 
ton, I will say that it is against the law in 
Nebraska for: corporations to furnish con- 
tributions to candidates for office. . The law 


requires that the candidate file a statement of 
contributions exceeding very small amounts, 





A lot of candidates hope to-win over him at the next 
primary.” (December 25, 1931.) 
10 Nebraska State Journal (Lincoln), October 31, 1928. 
1 Tbid., November 3, 1924. 
12 Thid., October 29, 1928. 
. 8 Ibid., February 17, 1932. ; 
.™ Statement of Thorne A. Browne, Nebraska State 
Journal (Lincoln), August 26, 1926. 
6 Associated Press Report in Nebraska State Journal 
(Lincoln), January 24; 1929. : 








i 
if 
ry 
mh 
oy 
| 
4 
4 





46 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


and also a statement of expenditures. My 
statement is on file . . . I fought that cam- 
paign out almost alone and lost. I failed 
even to interest my friends in the seriousness 
of that conflict. If the utilities spent any 
money in my behalf, it was not well ex- 
pended.”’* 


The matter was dropped without any 
further investigation, but the incident 
was unfortunate in its effect upon the 
prestige of the Commission. 

During a recent campaign a candidate 
seized upon the resignation of commis- 
sioners to enter the employment of 
private corporations as campaign ma- 
terial. A pledge not to enter the em- 
ployment of any corporation subject to 
the regulation of the Commission was 
widely published. The pledge made 
excellent campaign material of the more 
sensational sort, but could hardly be 
said to have increased public regard for 
the Commission upon which the candi- 
date later served. 

The examples given are probably not 
typical, for in the main the candidates 
have conducted their campaigns in a 
quiet, dignified manner. Nebraska, 
however, has not been entirely free from 
campaign demagogism, the chief result 
of which has been to lower the prestige 
of the regulatory body in the eyes of the 
people of the State. 


Length of Service 


At least the first year of the six-year 
term is required for a newly elected com- 
missioner to familiarize himself with the 
duties of his office. It is reasonable 
to suppose that the question of re-elec- 
tion handicaps his work during the last 
year of the term, thus leaving but four 
years for effective work. If the commis- 


16 January 26, 1929. 

17 Mr. Morris Llewellyn Cooke’s conclusion that the 
tenure of the elective commissioner is more secure than 
that of the appointive commissioner (09. cit., p. 194) was 
doubtless a surprise to advocates of appointive com- 
missions. A study of the length of service of appointive 


sioner is re-elected, the period of effec- 
tive work is increased in the second term. 

Re-election of capable commissioners 
is common, and with one or two out- 
standing exceptions deserving commis- 
sioners have been retained by the voters 
as long as they desired to serve on the 
regulatory body. Re-election has oc- 
curred six times in the history of the 
commission. While the average tenure 
is only five years, chiefly because of 
deaths and resignations, there are a 
number of instances of long service. 
One commissioner served continuously 
for over 15 years, while four others 
served for over eight years each.!” 

The Commission has, however, lost 
heavily from resignations. Five commis- 
sioners have resigned during their term 
of office, and the matter of resignations 
presents a much more serious problem 
than the failure to re-elect worthy mem- 
bers. Resignations are partly attrib- 
utable to salary considerations, although 
the $5,000 paid to the commissioners 
compares favorably with the salaries 
paid to other state officials, and also 
compares favorably with the salaries 
paid by other states to members of their 
regulatory commissions. Capable men 
are able to secure more lucrative posi- 
tions in private employment and so 
leave public service. 

This constant loss of capable commis- 
sioners at the time when they become 
most useful in public service also ex- 
tends to the loss of staff members. The 
effect on the efficiency of the organiza- 
tion is apparent, but the weaning away 
of commissioners and employees has a 
more sinister effect; it serves to break 
down public confidence in the regulatory 


utility commissioners in Massachusetts made by Mr. 
E. W. Morehouse, 5 Yournal of Land & Public Utility 
Economics 323 (1929), shows, however, that incumbents 
served on the average 7.0 years each, a tenure of office 
two years longer than the average number of years 
served by members of the Nebraska Commission. 
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body and to undermine popular belief 
in the integrity of the regulating mechan- 
ism. 

In 1918 Mr. Victor E. Wilson resigned 
from the Commission in order to re- 
engage in the practice of law. Soon after 
resigning Mr. Wilson.appeared in several 
important cases in which the Commis- 
sion was involved. In some quarters it 
was contended that he was making an 
unfair use of knowledge, experience, and 
prestige gained while a member of the 
regulating body. 

Three of the five resigning commis- 
sioners have left to enter the direct em- 
ployment of utility companies. Mr. H. 
G. Taylor, after long and distinguished 
service on the Commission, was sug- 
gested for appointment to the Interstate 
Commerce Commission. President Cool- 
idge indicated willingness to make the 
appointment, but in accordance with 
the rule of senatorial courtesy called the 
two Nebraska senators into conference. 
Both Senators Norris and Howell ob- 
jected to the appointment;!* certain 
statements favoring private ownership 
of utilities, made by Mr. Taylor while 
he was serving as President of the 
Association of Railway and Utility 
Commissioners, without doubt gave the 
clew to their objections. Denied this 
advancement, Mr. Taylor resigned from 
the Nebraska Commission to accept the 
position of manager of the Public Rela- 
tions Section of the American Railway 
Association. 

The next loss to the private utilities 
was the resignation of Mr. Thorne 
Browne, who had been connected with 
the Commission as secretary and com- 
missioner for over 10 years. Mr. Browne, 
one of the most able men ever to serve 
on the Commission, had been defeated 





18H. T. Dobbins, “Regulation by Intimidation of 
Commissioners,” 7 Public Usilities Fortnightly 230 
(1931). 


for renomination at the primaries, and 
resigned without finishing his term. 
After the lapse of a few months Mr. 
Browne became the director of the mid- 
west division of the National Electric 
Light Association. 

The latest resignation to enter the pri- 
vate utility field was that of Mr. John 
Curtis, who left the Nebraska Commis- 
sion to become associated with the 
Nebraska-lowa Power Company. Mr. 
Curtis filed for re-election, but later 
withdrew his name and resigned from 
the Commission. Upon his retirement 
he observed: 


“The Commission is a political graveyard 
. . . The almost invariable rule with the 
Nebraska Commission has been that a mem- 
ber’s services are dispensed with after a few 
years with practically no other market left 
for his trained services except the public 
utilities. When he enters this field those who 
are mainly responsible for his change of 
employers proclaim it as proof of his friend- 
ship while in office with the public service 
corporations. I have had enough.”!® 


The situation was discussed in an 
editorial in the Omaha World Herald 
under the caption, “The People Lose”’: 


“Resignation of Chairman John Curtis 
from the Nebraska State Railway Commis- 
sion, to accept a position with a power com- 
pany was not a surprise for it has long been 
forecast, although at first denied. His de- 
parture calls striking attention to the fact 
that the public is training men, in the Rail 
Commission, for more lucrative posts with 
the large utilities, for before Mr. Curtis 
went Thorne Browne, and before Thorne 
Browne went H. G. Taylor. No one, per- 
haps, would insist that these gentlemen re- 
fuse flattering offers from private corpora- 
tions, because they have been in public 
service. The rewards of public office are not 
great, and one is subject to the tempera- 
mental fickleness of the voters, who do not 
always reward good service with re-election. 
But the procession of Rail Commission 
members to utility posts marks the passing of 





19 Quoted by Dobbins, of. cit., p. 229. 
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the vigor and influence of the rail body, 
which, was originally set up as a safeguard to 
the people in their clashes with powerful 
private interests, and has become in recent 
years a yes-group to utility desires. One’s 
faith in Commissions wanes as the years go 


ree 
“The fact that one after another of the 
able men of the Nebraska State Railway 
Commission have found highly lucrative 
posts in the field of privately owned utilities 
is not conducive to effective work for the 
public interests by future members. The 
most able among them will realize that 
their career in public service, in politics, is a 
difficult path, beset by many pitfalls. They 
will perceive that in this day and age the 
private corporations can pay the high 
salaries, and can reward with steady pro- 
motions, with increasing responsibility its 
efficient employees. They will have daily 
contact with the important executives of 
these private companies and will be given 
an opportunity of demonstrating their ca- 
pacity for business leadership. It is a 
natural tendency, without a shadow of in- 
tentional betrayal of public trust, inevitable 
for both the public official and the private 
company that makes the value of state 
regulatory bodies seem doubtful. No one 
has suggested a remedy, but a remedy must 
be found, lest the last shred of public safe- 
guard under the present system be lost.’”?° 


It is easy to see that there is a real 
need for a more professional spirit in the 
regulatory bodies. Public utility regu- 
lation needs ‘“‘career men’”—young men 
of ability, training, and character who 
will devote their lives to the administra- 
tion of the relationship of government 
to public utility service—rather than 
men who have little interest in the office 
except as a reward for political services, 
as a stepping stone to a higher political 
status, or as a way to a position with a 
private utility company.” 

The State of Wisconsin, by the ap- 
pointment of Mr. David E. Lilienthal of 
Chicago to a position on its regulatory 





20 August 18, 1930. 
21 William L. Ransom, Realism in Regulation (Chi- 
cago, 1932), p. 2. (Address, privately printed.) 


body, has set a valuable precedent. 
The spirit of localism was overcome; 
Mr. Lilienthal’s effective work in the 
field of regulation was recognized; and 
Wisconsin secured an outstanding com- 
missioner by the appointment. A sys- 
tem by which it could be possible for 
an able commissioner to secure advance- 
ment to the regulatory body of a larger 
state, and thus remain in public service, 
might help to solve the problem of 
resignations to enter private utility. 
service. Unfortunately, much public 
opinion and many state laws will have to 
be changed before states like Nebraska 
can follow the example set by Wisconsin. 


Staff Organization and Expenditures 


The Nebraska Commissioners an- 
nually elect one of their members as 
chairman. His duties are to preside 
at meetings of the Commission and at 
hearings held before it. The chairman- 
ship changes from time to time, usually 
being held by a member for no more than 
two consecutive years. The chairman 
has no special powers and control of the 
employees of the Commission is vested 
in the Commission as a whole, rather 
than in individuals. 

The law organizing the Commission 
provided for a secretary, to be appointed 
by the Commissioners for no specific 
term of office, and whose qualifications 
were to be the same as those of the Com- 
missioners.” The salary for the office is 
$2,640 per year. Since the establish- 
ment of the office of secretary eight 
persons have held the post—an average 
tenure of slightly over three years. In 
the main, the secretary is merely a rou- 
tine officer, but in some cases he has been 
able to exercise considerable initiative 
and discretion, for example, in the set- 
tling of informal complaints. The func- 
tioning of the office depends to a great 





2 Session Laws of 1907, p. 313. 
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extent upon the personality of the secre- 
‘tary and his relations with the Commis- 
sioners. Under the more vigorous hold- 
ers the office has approached the status 
of an executive secretaryship, thus leav- 
ing the Commissioners more free to 
‘devote themselves to other aspects of 
their work. A secretary, while filling 
his office, gains valuable knowledge of 
the work of regulation, and it is natural 
that the Governor select able secretaries 
to fill vacancies that occur on the Com- 
mission.” 

In addition to the secretary, the 
original staff organization consisted of 
only two clerks. The present staff has 
19 members. The most important of 
these employees is the rate expert. 
‘Long tenure of office is especially de- 
‘sirable in the case of this officer, since 
the nature of his duties requires that he 
‘be well trained in the technique of rate 
investigation and schedule compilation. 
The Nebraska Commission was fortu- 
nate in being able to retain the services 
of Mr. V. G. Powell from the time of the 
creation of the Commission in 1907 until 
Mr. Powell’s death in 1930. Mr. Powell 
was succeeded by Mr. C. A. Ross, who 
had been Mr. Powell’s assistant for 
many years. The salary paid to this 
officer is equal to that paid a commis- 
sioner, $5,000. In the present organiza- 
tion the rate department contains four 
other employees. 

In accordance with an act passed by 
the Legislature of 1909, providing for the 
valuation of public service properties,” 
the Commission established a depart- 
ment of engineering. The importance of 
the work of this department is indicated 
by the fact that its head is paid $4,200, 
the second highest salary of the staff 
The: present head of the de- 





% On three different occasions, the Governor has se- 
lected the-secretary to fill a vacancy on the Commission. 


% Laws-of 1909, p. 424. 


partment, Mr. B. E. Forbes, has been 
with the Commission for over 18 years. 
There are two assistants-in the depart- 
ment. 

The accountant was first peat as 
head of a division in 1924.” His qualifi- 
cations must be those of an expert busi- 
ness accountant, as he is called upon to 
supervise the bookkeeping systems of a 
number of corporations subject to regu- 
lation. Mr. Lawrence W. Kemmer, the 
present head of the department, has 
served in various capacities with the 
Commission since 1919. . He ‘has. two 
assistants and the present salary is 
$2,640. 

A single individual who keeps records 
of the routes, rates, and bonded liability 
of bus transportation companies is 
known as the bus supervisor. Mr. R. E. 
Powell has been engaged in this work 
since 1926 at an annual salary of $1,800. 

The legal services for the Commission 
are furnished by the attorney general’s 
staff, one of the assistant attorney gen- 
erals being designated as the Commis- 
sion counsel. In addition to giving legal 
advice to the Commission, the assistant 
attorney general represents the Commis- 
sion in cases tried before the courts and 
in hearings before the Interstate Com- 
merce Commission. Mr. Hugh La 
Master has served in this capacity since 
1917. Recent Commission reports have 
urged that, because of the pressure of 
business, the Commission be accorded 
Mr. La Master’s full-time service. There 
is no evidence of conflicts arising between 
the attorney general and the Commis- 
sion, although such conflicts might very 
easily develop and, if they did, the 
Commission would have additional rea- 
son for preferring its own legal depart- 
ment. 

Below the heads of deparwments area 
number of employees “whose ‘work 


% Reports of State Railway Commission, 1924, p. 6. 
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requires considerable skill and technical 
knowledge. The assistant secretary and 
reporter of the secretary’s office, the 
rate clerk of the rate division, the ex- 
aminer employed by the chief account- 
ant, and the assistant engineer are in 
this classification. Their tenures of 
office are rather short because of low 
salaries and the opportunities offered in 
private employment. The salary range 
in this class of employees is from $1,800 
to $2,640. 

Below these expert employees is the 
usual office force of bookkeepers, clerks, 
and stenographers, numbering about 
eight in all. Recruitment is from the 
commercial field and changes are quite 
frequent. Salaries are low, ranging 
from 1,200 to $1,320 per year.” 

The legislative appropriations have 
grown from $25,000 for the year the 
Commission was organized to about 
$60,000 a year for the past six years. 
Prior to 1921 the annual salary paid 
each Commissioner was $3,000. In 1931 
the salary scale was raised to $5,000 and 
necessary travelling expenses.”’ 

Nebraska is now spending on its regu- 
latory body about 4% cents for each 
inhabitant. This was, during 1931, .009 
of the total State taxes levied.2* This 
sum, while not large, is about the average 
spent by the states on regulation. 

The Commission in turn collects very 
little money, as under the law practically 
all its activities are without charge and 
free to any citizen of the State. A small 
charge is made for examining utility 
securities, and moneys so collected are 
turned over to the state treasurer to be 
credited to the general fund. 

Under the Nebraska practice the 
budget of the Commission is submitted 
to the Legislature by the Governor. 


% Data on personnel and salaries from the Annual 
Reports of the Commission. 
27 Session Laws of 1921, p. 198. 


Since the Commissioners are not re- 
sponsible to the Governor, they have 
felt free to take up their financial needs 
directly with the legislative committees 
and the Legislature has been very free 
in changing the Governor’s estimates. 
A lump appropriation is made by the 
Legislature, the Commissioners retain- 
ing full control of the organization of 
the staff. 


Publicity and Reports 


The Commission is very particular 
to see that adequate publicity is given 
to its affairs. Each day the secretary 
gives to newspaper representatives a 
statement of the matters which have 
come before the Commission. In addi- 
tion to this centralized publicity, the 
individual Commissioners often give 
statements for newspaper publication. 

The Commissioners and staff issue 
annually a report of their activities, 
24 volumes having been published to 
date. The results of the formal hearings 
are set out in full; informal hearings are 
merely noted by indicating the disposal 
of the case. The applications of the 
utilities companies are listed and the 
result of the request is recorded. Tables 
indicate the number of cases disposed of 
and pending on each of the three dockets. 

In the main, the material covered by 
the Reports seems to be well arranged 
and presented. Very little of the rea- 
soning of the Commission in particular 
cases is included. This is, of course, dis- 
appointing. Costs of publication prob- 
ably account for the fact that the reports 
are not as complete and detailed as 
might be desired. 

Conclusion 

To perform the diverse tasks of regu- 
lation, the voters of Nebraska have 
elected Commissioners whose general 


28Statement of Railway Commissioner Drake, 
lebraska State Fournal (Lincoln), April 5, 1932. 
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qualifications have been good, but most 
of whom have had to familiarize them- 
selves with utility affairs after taking 
office. The voters have shown a dis- 
position to continue able Commissioners 
in office for fairly long periods. The 
Commissioners, on the other hand, have 
shown a marked tendency to give up the 
trials and uncertainties of public service 
for relatively secure employment with 
private utilities. This trend has caused 
many to doubt the value of continuing 
the Commission. The old formula of 
longer terms and higher salaries seems to 
be an inadequate remedy to offer, but 
that, plus the development of a pro- 
fessional spirit among those engaged in 
regulation, is about all that can be sug- 
gested as a means of keeping able men 
in the public service. 


A larger, better trained and better 
paid staff will increase the opportunities 
for good service. Nebraska has had 
some outstanding experts on the staff of 
the Railway Commission, but they have 
been too few in number. The Nebraska 
Railway Commission is a continuing 
body, and this continuity is reflected in 
the stability of its staff organization. 
Wholesale turnovers have never taken 
place, and many of the technical em- 
ployees have served a number of years. 
This is fortunate, for an able and ex- 
perienced staff will do much to offset the 
Commissioners’ lack of special training. 
Political or even personal considerations 
have not been permitted to disrupt the 
staff organization in spite of the lack 
of any formal guarantees against dis- 
missals. 











‘undertaken. 
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| Cycles i in Real Estate Activity: Los Angeles 
County 


By LEWIS A. MAVERICK* 


based upon data from Alameda 
and San Francisco Counties, Cali- 
fornia,» has recently appeared in this 
Fournal.| The method employed in the 
analysis is described in that article, but 
it may not. be. amiss: to summarize it 


: N STUDY of real estate activity, 


‘here and to set forth the point of view 


from which the investigations have been 
The monthly or. annual 


maps, or of deeds filed, are plotted on a 
time chart, and are subjected to succes- 
sive smoothings. The smoothing lines 
serve to separate the minor from the 
major cycles of activity. The aim is to 
examine and describe the trend and the 
major cycles; extended description of 
the minor cycles has been omitted be- 
cause these movements are slight and 
because no significant regularity has 
been found in the shorter movements. 

During the summer of 1932 the rec- 
ords of Los Angeles County, California, 
were examined, to determine the extent 
to which real estate activity in the 
southern city corresponds to that in the 
northern area. 

Subdividing Activity 

The analysis of subdivisions in Los 
Angeles County was made on a simpler 
plan than that of the former study, a 
count of maps having been substituted 
for the detailed count of lots. This 
count has been made by the County 
Recorder since 1880. Chart I presents 
the number of subdivision maps filed 
each year in Los Angeles County. The 


* The author wishes to acknowledge the assistance of 
Mr. George W. Leibacher in this study. 


‘sion of platted land to acreage. 


count includes those maps which vacate 
former subdivisions and record a rever- 
Prop- 
erly, maps of this type do not represent 


subdivisions and should be subtracted ° 


from the count, but it was not found 
practicable to eliminate them, and this 
omission has not ‘been regarded as seri- 
ous, since such reversions are relatively 
few. ‘ This feature tends to make the 
count of maps too high faithfully to rep- 
resent subdivision activity in periods of 
depression... A second. fact causing the 
same type of error‘is that the average 
number of lots on each map tends to 
vary moderately with the cycle, small 
subdivisions being relatively more fre- 
quent during depression. Consequently, 
the conclusion is warranted that sub- 
division activity in Los Angeles County 
has been characterized by even more vio- 
lent fluctuations than Chart I indicates. 

Peaks in Los Angeles County activity 
are found in 1887, 1906, and 1923, 
suggesting a cycle approximately 18 
years in length. The northern study 
showed a later date for each of these 
peaks, and suggested a 15- or 16-year 
cycle, though the estimate of the shorter 
period was based in part upon happen- 
ings prior to 1880. If the peak of the 
early activity were considered to occur 
in 1870 rather than later in that cycle, 
the length of the periods in subdivision 
activity in the northern section of the 
State would have been found more 
nearly in agreement with the 18-year 
period observed for Los Angeles County. 
The trend line for Los Angeles County 


1Lewis A. Maverick, “Cycles in Real Estate Ac- 
tivity,” Vol. vim, No. 2, pp. 191-199 (May, 1932). 
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SUBDIVISION MAPS FILED - Los ANGELES COUNTY 


MAPS PER YEAR 





*60 65 70 7 80 











For comparison with Alameda County and East Bay 
Urban Area, see Charts I and II, former article, supra n. 1. 


rises more steeply than that for Alameda 
County, and in recent years it shows a 
tendency to flatten, whereas for Alameda 
County the curve turns rather definitely 
downward after 1913. 


Historical Background _ 


- In-1868 Southern * California’ ‘was 
emerging from a long depression; banks 
had been established in Los Angeles; 
large’ ranchos were being divided into 
farms; and heavy immigration was 
taking place. Railroad building was 
under way: in 1869 the line to the local 
port of San Pedro was finished and in 
1876 the line to San Francisco, which 
connected with the transcontinental 
railway; in 1881 the Southern Pacific 
was operied to New Orleans; and in 1885 


‘the Santa Fe was completed. 


In 1871 there was a drought which did 
great damage to live stock and turned 
attention to agriculture. This occurred 
again in 1877. In the middle 70’s the 
navel orange was introduced, though 
control of the pest which ‘attacked 
oranges was not established until 1889. 


‘The national; panic of 1873 did- not 


strike California until 1875, but the suc- 
ceeding six years.saw dullness and inac- 


tivity in Southern California. 


_ The 80’s were marked by activity all 
over the country,, but this was heightened 
the» railroads 


‘lously. low: rates. 


entered upon a rate war in 1885, bring- 
ing homesteaders to California at ridicu- 
--Many subdivisions 
were developed to tempt the newcomers. 
Professional boosters and promoters ar- 
rived and laid out subdivisions in such 
quantities and in such unfavorable loca- 
tions that many of them have not yet 
been occupied in 1933. ‘This was the 
setting forthe sharp peak of activity in 
1887. The value of the instruments 
(deeds, mortgages, etc.) filed with the 
County Recorder of Los Angeles County 
in 1887 amounted to $100,000,000. In 
addition, many sales contracts were 
never completed to the point of record as 
deeds. It has beén estimated that an- 
other $100,000,000 would be required to 
cover them. The promptness of the col- 
lapse indicates the inadequacy of the 
base for this expansion. 


The depression of the go’s was inter- 
rupted by a minor upward movement 
which quickly subsided. There was an 
important drought in 1894, followed by 
a longer one in the years 1898-99-1900, 
but by the end of this time recovery 
was apparent. The year 1901 showed 
tangible recovery in real estate activity, 
which culminated in the peak of 1906. 
In April of that year occurred the San 
Francisco earthquake and fire and in 
1907 the national panic. 

In 1901 the irrigation canal was built 
from the Colorado River to Imperial 
Valley; in 1908-13, the aqueduct bring- 
ing to Los Angeles the waters of the 
Owens River. In 1915 the Panama 
Canal was opened. - In 1920 and follow- 
ing, important oil discoveries were made 
in‘and near Los Angeles County. .”This 
development raised the status of the 
port from insignificance to a place among 
the great ports of the country. Follow- 
ing the World War there was heavy im- 


‘migration to Southern California from 


the Middle West. The years 1923-24-25 
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were marked by a drought, and 1925 by 
the hoof and mouth disease. This brief 
chronology may help to explain the 
movements of the curves of subdivision 
activity. 
Deflation of the Primary Indexes 
of Activity 

The fluctuations on Chart I have been 
found to be violent. Will greater sta- 
bility be discovered, if the count of sub- 
divisions is divided by the population, 
thus reducing the figure to subdivisions 
per thousand of the population? This 
ratio has been plotted on Chart II, but 
the anticipated reduction in the vio- 
lence of the fluctuations does not occur. 





CHART il 


RATIO OF SUBDIVISION MAPS TO POPULATION 
LOS ANGELES COUNTY 


RATIO IN PER MILLE 
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For comparison with Alameda County, see Chart IV, 
former article, supra n. 1. 


The distinct change effected is in the di- 
rection of the trend line. Subdivisions 
are increasing in absolute number, but 
decreasing in relative number per thou- 
sand of resident population. Chart II 
shows about the same rate of decline for 
Los Angeles County as was found in the 
similar chart for Alameda County. 
Since it has been found that reducing 
the figures to a per capita basis does not 
reduce the fluctuations, it may be in- 
quired whether subdivisions vary in 
number with the number of new settlers. 
To answer this question, the count of 
subdivisions has been divided by the 
population increment, and this ratio pre- 


sented on Chart III. This process of de- 
flation will be found to have been more 
successful in reducing fluctuations than 
was the deflation by gross population 
(Chart II). This chart shows also that in 
the go’s, although subdivision activity 
was low in absolute count, still in view of 
the very small immigration it was fairly 
high relative to the number of newcom- 
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For comparison with Alameda County, see Chart V, 
former article, supra n. 1. 

ers. Some such effect is apparent also in 
the years I911 to 1913. It may be tenta- 
tively concluded that, after a major 
peak in subdivision activity, the sub- 
dividers are willing to resume activity 
long before the interrupted settlement 
by new residents is resumed. When 
compared with the northern study, this 
chart reveals a steeper downward trend 
in Los Angeles County, and a more 
definite reduction in the amplitude of 
the swings. In Alameda County the 
fluctuations in subdividing were great 
even though immigration there pro- 
ceeded at a constant rate. 


Deeds 


The counting of deeds was accom- 
plished in Los Angeles County in the 
same fashion as in Alameda County. 
For the early years the individual deeds 
were distributed from the index books 
according to the month of execution, and 
the aggregate determined for each month. 
For more recent years the count was 
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taken from a secondary source, the daily 
“reports” which were sold currently 
to title insurance and real estate firms.” 
The earlier series, known to contain 
some duplication, was then adjusted to 
make it continuous with the more recent 
figures. Chart IV presents the continu- 





CHART IV 


DEEDS - LOS ANGELES COUNTY 


OEEDS PER MONTH: 














For comparison with San Francisco and Alameda County, 
see Charts VI and VII, former article, supra n. 1. 


ous series for Los Angeles County. The 
feature of this chart is the astounding 
rate of growth from 15 deeds per month 
in 1855 to 12,000 in 1926. The devia- 
tions from trend are small, more nearly 
comparable with Alameda County than 
with San Francisco. The peak of 1887 
stands out on the Los Angeles chart as 
contrasted with the two northern areas. 
In the recovery of 1901 Los Angeles 
resembles San Francisco, whereas in 
Alameda County this movement was 
deferred to 1905. For the Los Angeles 
curve, the intervals between peaks are, 
roughly, 18 years, 13 years, 22 years, 
and 17 years. 
Early History 

The discussion of the count of maps 
already given has included some items 
from the history of Los Angeles which 
seem to throw light on the activity in 





2?The curve does not include the deeds registered 
under the Torrens system of land registration. Since 


real estate. Since the record of deeds 
begins earlier than the count of sub- 
divisions, it is necessary to add certain 
items from the earlier history of the 
pueblo and city. It is reported that there 
was a boom in 1835, which would be 20 
years before the peak of 1855. During 
the gold rush, a few strikes were made in 
Southern California, and a number of 
prospectors, even those destined for the 
northern fields, passed through Los 
Angeles. It has been estimated that 
25,000 from Sonora alone passed through 
Los Angeles each year for three years. 
In 1849 the new American authorities 
conducted a land survey in Los Angeles, 
and instituted American practices in 
land holding and in transfers. During 
the s0’s “squatting” or pre-emption 
caused much litigation but in the end 
accomplished a substantial transfer of 
real estate. Following the gold rush, 
all California felt the slump of the 
s0’s, with the readjustment from pros- 
pecting and mining to agriculture and 
stock raising; in 1855 bank failures oc- 
curred in San Francisco; in 1857 a 
drought. In 1858 the first regular trans- 
portation system, the Butterfield Stage, 
began the run from Los Angeles to the 
East. During the Civil War California 
used gold money and a number of local 
industries were established; but the 
60’s, on the whole, were marked by de- 
pression. 


Relationship Between Series 


Chart V compares the two measures 
of activity in real estate—namely, sub- 
divisions and deeds. The slope of the 
trend line on Chart V is not greatly dif- 
ferent from the slope on Charts II and. 
III. Deflating the subdivision series in 
any one of the three ways seems to give 
the same long-range result. 





1915, when this system was inaugurated, the number of 
deeds so registered has increased to 3% of the total. 
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CHART V 


RATIO OF SUBDIVISION MAPS TO DEEDS 
LOS ANGELES COUNTY 


RATIO IN PER MILLE 














For comparison with Alameda County, see Chart IX, 
former article, supra n. 1. 


_ Deflation of the Count of Deeds 


Chart VI presents the ratio of deeds 
to population. In San Francisco the 
trend line sloped downward from 1870 
to about 1895, and since that date has 
been gently rising. A similar situation 
is found in Alameda County, but the 
rise after 1895 is even more gentle than 
the rise in San Francisco... In Los 
Angeles County, on the other hand, the 
trend rose sharply from 1850 to 1890 
and since that date has been falling 
moderately. Perhaps it is merely a 
coincidence that the peak in the Los 
Angeles curve coincides with the low 
points in the two northern curves, but 


fener v1 





RATIO OF DEEDS TO POPULATION’ 
LOS ANGELES COUNTY 


RATIO PER CENT 














For comperioon with San Francisco and Alameda 
County, see Charts X and XI, former article, supra n.'1. 
there may be a causal relationship— 
namely, that activity in’ the one com- 
munity was to some degree at the ex- 
pense of the other. From the present 
slope of the trend line and from the evi- 


dence of the older community to the 
north, it may be expected that the figure 
of eight deeds per 100 persons per year 
in Los Angeles will fall to a figure nearer 
five or six, and will remain reasonably 
stable in that proportion. 

Chart VII presents the ratio of deeds 
to increment in population. Because 
the growth of population in Los Angeles 
has been following a compound interest 
trend line, the trends of the curves of 
population and of population increment 
(not here shown) are parallel on loga- 


CHART VII : 
RATIO OF DEEDS TO INCREMENT IN POPULATION 
LOS ANGELES COUNTY 


1 








RATIO IN PER CENT 











For comparison with Alameda County, see Chart XII, 
former article, supra n. 1. 


rithmic paper. As a consequence, the 
trend lines on Charts VI and VII are 
remarkably similar, although the de- 
tails of the fluctuations are different. 
Through the go’s there was activity in 
real estate transfers without heavy im- 
migration. The. peak of 1906-13 is 
reduced on Chart VII because the ac- 
tivity in deeds was accompanied by 
heavy immigration. Charts VI and VII 
will warrant extended study in com- 
parison with Chart IV. : 


Conclusion 


On the whole, this study has con- 
firmed the findings of the earlier study. 
The cycles discovered for Los Angeles 
County, although they differ-in detail, 
are in the broader outlines similar to 
those found in San Francisco and 
Alameda Counties. 
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Expense and Capital Ratios of Wisconsin | | 
Electric, Gas, Telephone, and Water — 
Utilities, 1927-1931 


By BARCLAY J. SICKLER 


HE five years from 1927 to 1931 
have witnessed a break in the 
rapidly ascending “long-time” 

trend of utility revenue, and the begin- 
nings of a reversal of trend. All indica- 
tions are that the downward movement 
which began in 1931 has continued at an 
accelerated pace in 1932, but it is yet too 
early to know the exact amount of this 
decline or its effects on 1932 operations. 
In view of the rapid developments during 
1932, data for 1931 are almost ancient 
history. However, this history should 
be both interesting and valuable in itself 
and as a background from which to view 
1932 results when these become known. 
The figures for the five years ending with 
1931 are presented now because some 
time will elapse before full 1932 data 
can be compiled and analyzed. 

‘This article is concerned primarily 
with the effect of the change in the trend 
of utility revenue on operating and capi- 
tal ratios. This change in revenue 
trends came almost unheralded, and 
many utility executives were as much 
surprised by it as was the public in 
general. It will be interesting to observe 
how the utilities were able to meet this 
situation. 

The basic data for computing the 
ratios studied are contained in Table I. 
These data were obtained by tabulating 
the annual reports which all Wisconsin 
public utilities make to the Wisconsin 
Public Service Commission. The figures 





1 Operating expenses include such expenses as ‘pro- 
duction, distribution, maintenance, traffic, commercial, 


cover operations in Wisconsin only. 
Certain explanations regarding the data 
are contained in footnotes attached to 


Table I. 


Operating Expense Ratios 


The ratio of operating expenses' to 
total operating revenue is one of the 
most commonly used measures of oper- 
ating efficiency. Its trend, as well as its 
actual size, reveals how an industry is 
able to adjust expenses to revenue. 
Many factors influence it, of which the 
most important, perhaps, are the rela- 
tive amounts of fixed capital employed. 
The following summary compares this 
ratio by years and by utility services: 








Ratio of Operating Expenses 
to Operating Revenue 





1927 | 1928 | 1929 | 1930 | 1931 





Electric utility. . .| 42.1%] 40.9%] 40.5%] 40.4%] 39.0% 
Gas utility. ..... 50.6 |50.4 |49.9 | 48.6 | 46.9 
Telephone utility.| 57.1 | 55.8 | 56.3 |60.1 | 57-4 
Water utility. ...]40.8 | 41.4 |39.7 [40.3 |39.8 




















The progressive decline of the operat- 
ing ratio in the electric and gas utilities 
is striking. In the electric utility the 
ratio declined from 42% in 1927 to 39% 
in 1931, and in the gas utility from 
50%% to 47% in the same period. This 
decline was not interrupted by the de- 
pression year 1931, but was on the con- 
trary accentuated. The decrease in oper- 
ating ratios in these two utilities in: 1931 





and general. They ‘exclude depreciation, taxes, inter- 


. -e8t, etc. 








58 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


was almost as great as the total de- 
crease in the preceding four years. The 
chief cause of the large decline in the 
operating ratio in 1931 was probably the 
pressure being placed on utility manage- 
ments by security holders to preserve 
as much net income as possible. Oper- 
ating expenses presented almost the 
only place where savings could be made. 
Other charges are largely fixed in charac- 
ter, and are subject only to a limited ex- 
tent to managerial control. Savings in 
operating expenses were made easier by 
the decline of the general price level, 


which was much greater in degree than 
was the decline of utility revenues. 

The trend of the operating ratio in 
the telephone and water utilities is not so 
apparent. In the telephone utility, this 
ratio declined in 1928, rose in 1929, and 
again rose sharply in 1930, a year of 
heavy maintenance expenses. In 1931 
a sharp decline took place, but only to 
the 1927 level. This decline in 1931 is 
to a great extent explainable by the 
abnormal height reached in 1930. Varia- 
tions in the water utility operating ratio 
can only be termed haphazard. 





























Taste I. Data on Operatinc ReEsutts AND FixEp CapiTaL, Wisconsin ELeEcrric, 
Gas, TELEPHONE AND WaTER UTILITIES,* 1927-1931, INCLUSIVE. 
1927 1928 1929 1930 1931 
Total Operating Revenue 
Electric utilitiest.............. $42,706,000 | $46,310,000 | $50,798,000 | $52,129,000 | $51,306,000 
Gas MINIS... 8 so ees 12,462,000 | 13,405,000 | 14,436,000 | 14,702,000] 14,235,000 
Telephone utilities............. 19,658,000 | 20,834,000 | 22,301,000 | 22,740,000 | 22,275,000 
Water utilities................ 7,481,000 7,728,000 8,254,000 8, 522,000 8, 539,000 
Total Operating Expensest 
Electric utilities............... 18,000,000 | 18,960,000 | 20,573,000 | 21,062,000 | 20,002,000 
Coe ae ee ae 6, 302,000 6,753,000 7,208,000 7,150,000 6,676,000 
Telephone utilities............. 11,228,000 | 11,624,000 | 12,560,000 | 13,667,000 | 12,780,000 
Water utilities................ 3,055,000 3,201,000 3,279,000 3:434,000 | 3,398,000 
Depreciation (Retirements) Expense 
ne 4,280,000 4,865,000 5,216,000 5,233,000 5,314,000 
Gas utilities.................. 569,000 704,000 919,000 1,019,000 1,044,000 
Telephone utilities............. 2,770,000 2,981,000 2,976,000 3,326,000 3,672,000 
Water utilities................ 740,000 780,000 844,000 891,000 936,000 
Tax Expense 
Flectric utilities............... 4,408 ,000 5,160,000 5,932,000 6,310,000 6,745,000 
ee ee 1,617,000 1,669,000 1,713,000 1, 809,000 1,889,000 
Telephone utilities............. 1,458,000 1,515,000 1,789,000 1,686,000 1,835,000 
Water utilities§............... 1,047,000 1,083,000 I, 140,000 I, 232,000 1,314,000 
Average Book Value of Fixed Capital] 
Electric @t0ities............... 224,900,000 | 244,090,000 | 263,600,000 | 279,200,000 
Gas utilities.................. Not 57,300,000 | 63,400,000 | 69,000,000 | 71,900,000 
Telephone utilities............. compiled 65,800,000 | 71,900,000 | 81,000,000 | 89,400,000 
Water utilities................ 62,600,000 | 66,300,000 | 70,000,000 | 73,400,000 





* Including Wisconsin soetane., y all utilities classed as A, B, C, or D, which includes all electric and water utilities 
utilities, and all telephone utilities of over $3,000 annual revenue. Practicall = 
is included, all the gas industry, about 99% of the telephone business, and a 


having over $5,000 annual revenue, al! 
the electric utilities industry in Wiscon 
97% of el utility business. 


t jue recei 
plant is excluded from this ta 





Including Ane ht Mis; excluding Gcpredintion, and 
— estimated taxes for the eae sap temo gl at the local and school tax rates. 
fixed capi' pihal wan eomnputed an the cimaie ounsane of beginn 


for anual 
These estima’ 


193% was 20% of the 
sin is not segregated on the re 
power property of joint 


oe peter ed of — fone be to several 
oe i hone and water utilities; 
— ed capital employed nt operations outside of 


the telep 

total fixed capital; and in the utility, 15%. 
capital, and in the gu on rd ag 
c and electric railway utilities, and is p dag tifeneie overstated. 


by eaten Electric Power Co. from the Milwaukee Electric Railway and Light Co. for the Lakeside 


ing and closing balances atte adjustment 


utility services, and (2) of property not 


ity services. 


classified 
in the electric utility this item at December 3t 


-state revenue. 


ric fixed capital includes all 
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Depreciation Ratios 


Depreciation or retirement expense 
theoretically depends on the amount of 
fixed capital employed and the rate at 
which it wears out, or becomes obsolete 
or inadequate. Under current account- 
ing practices in the electric and gas 
utilities, however, retirement expense is 
likely to be adjusted to meet financial 
needs. In the telephone and water in- 
dustry the amount of depreciation ac- 
crued corresponds more nearly to the- 
oretical depreciation, and is commonly 
set up as a definite percentage of fixed 
capital. 

No matter how depreciation expense 
is computed, provision for it must be 
made out of earnings and it will be 
illuminating to compare the ratio of this 
item to total operating revenue. 








Ratio of Depreciation (Retirement) 
Expense to Operating Revenue 





1927 | 1928 | 1929 | 1930 | 1931 





Electric utility. . .| 10.0%] 10.5%] 10.3%) 10.0%] 10.4% 








Gas utility... ... 4.6 $3 6.4 6.9 74 
Telephone utility.} 14.1 [14.3 [13.3 |14.6 | 16.5 
Water utility....] 9.9 |10.1 |10.2 |10.5 |1I1.0 














The electric utility’s ratio of retire- 
ment expense to operating revenue in- 
creased in 1928, and then declined in 
1929 and 1930. In 1931 an increase 
was registered to 10.4%, approximately 
the 1928 level. The gas utility, on the 
other hand, shows a steady increase in 
the ratio of retirement expense to rev- 
enue, from 4.6% in 1927 to 7.3% in 1931. 
This utility’s ratio was less than one-half 
the electric utility’s ratio in 1927, and 
almost three-fourths of the electric utili- 
ty’s ratio in 1931. The telephone utili- 
ty’s ratio of depreciation expense to rev- 
enue dropped from a fairly stable level of 
about 14.2% in 1927-28 to 13.3% in 1929, 
in which year the depreciation rates of 
the Wisconsin Telephone Company were 


revised. In 1930 an increase of 10% in the 
ratio took place, and in 1931, 13%. These 
increases reflect the large increase in 
telephone fixed capital in this period. 
The ratio of depreciation expense to 
revenue in the water utility showed a 
regular increase from 9.9% in 1927 to 
10.5% in 1930, and a sharper increase to 
11% in 1931. 

Although depreciation accruals are 
provided from operating revenue, and 
thus may with value be compared to 
revenue, it is also true that their ultimate 
purpose is to care for the wasting-away 
and the obsolescence or inadequacy of 
property and plant; hence depreciation 
accruals may be even more profitably 
compared to plant values. Data on the 
actual cost of constructing property and 
plant are not available, even in many 
cases to the utility companies them- 
selves. The closest approximation to 
this, book value of fixed capital, includes 
organization expense, stock-selling ex- 
pense, and similar items, in addition to 
plant. Furthermore, book value of 
fixed capital may, and undoubtedly does, 
include many “write-ups” arising from 
the purchase of properties in the con- 
solidation era at prices well in excess of 
original cost of construction. This item 
is probably most significant in the elec- 
tric utility. Partially offsetting this is 
the fact that in smaller companies and 
in municipal plants many costs properly 
chargeable to construction were not 
capitalized but were charged to expense. 
Finally, several rough estimates were 
necessary to arrive at total book value of 
fixed capital used in Wisconsin opera- 
tions. These estimates are described in 
a footnote of Table I. 

Keeping in mind all these deficiencies 
of book value of fixed capital as a meas- 
ure of construction cost of plant, we can 
only hopefully assume that their effect 
is not so great as to invalidate our ratios. 
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These ratios are summarized as follows: 








Ratios of Depreciation (Re- 
‘ tirement) Expense to Aver- 
age Book Value of Fixed 
Capital 





1928 | 1929 | 1930 | 1931 





Electric utility......... 2.2%] 2.1%} 2.0%] 1.9% 
NRO MEME icc <5 5 0x 1.2 1.4 1.5 1.5 
Telephone utility....... 4.5 4.1 4.1 4.1 
Water utility........... 1.2 1.3 1.3 1.3 

















In the electric utility the ratio of re- 
tirement expense to fixed capital was 
2.2% in 1928, and declined regularly dur- 
ing the next three years to 1.9% in 1931. 
This ratio in the gas utility, on the other 
hand, increased markedly from 1.2% in 
1928 to 1.5% in 1930, and remained 
stable in 1931. In the telephone utility, 
depreciation expense was 4.5% of fixed 
capital in 1928, and after revision of 
depreciation rates was 4.1% in each of 
the following three years. Depreciation 
expense in the water utility was stable 
at about 1.3% of fixed capital throughout 
the period. 


Tax Expense Ratios 


Tax expense is an item over which 
utility managements have little control. 
The amount of taxes is assessed by gov- 
ernmental agencies and utilities pay 
whether they like it or not. Water 
utilitics are almost always conducted by 
municipalities and hence might be ex- 
pected to pay no taxes. However, the 
policy of the Wisconsin Public Service 
Commission and its predecessor, the 
Railroad Commission, for years has 
been to require municipal utilities to 
set up tax expense at the local and school 
tax rate based on book value of plant at 
the average ratio of assessed to full 
value. Obviously, however, complete 
compliance with this requirement is 
too much to expect. The largest case of 
non-compliance is the Milwaukee water 


department. This case bulks'so large in 
the total that tax expense for this utility 
was estimated on the basis outlined., No 


other large municipal water utility. 


failed to charge taxes on its books. 








Ratio of Tax Expense 
to Operating Revenue 





1927 | 1928 | 1929 | 1930 | 1931 





Electric utility. . .| 10.3%] 11.1%] 11.7%} 12.1%] 13.1% 
Gas utility. ..... 13.0 |12.5 |11.9 |12.3 [13.3 

Telephone utility.| 7.4 7:3 8.0 7.4 8.2 
Water utility....}14.0 [14.0 [13.8 |14.5 [15.4 




















Tax expense in the electric utility, 
when expressed as a percentage of op- 
erating revenue, shows a regular increase 
from 10.3% in 1927 to 13.1% in 1931. 
In the gas utility, this ratio declined 
from 13.0% in 1927 to 11.9% in 1929, 
practically the same ratio as in the elec- 
tric utility, and rose again in the next 


two years, remaining at the level of the © 


electric utility. The gas utility ratio of 
taxes to revenue in 1931 (13.3%) was 
only slightly higher than in 1927. 

The telephone utility tax ratio for 
three years, 1927, 1928, and 1930, was 
approximately 7.4%. The increase to 
8.0% in 1929 was attributable to extra- 
ordinarily large income taxes for that 
year. The 1931 increase resulted from 
the passage of a new telephone taxation 
law. In the water utility, taxes were 
almost stable at 14% in 1927-28-29, and 
increased sharply in the next two years 
to 15.4% in 1931. 

Taxes of all utilities except the tele- 
phone industry under Wisconsin laws 
are based on an assessed value of physi- 
cal property and, through the federal 
and state income taxes, on net income. 
Telephone utilities are taxed on the 
basis of gross receipts and on net income. 
Thus, not all taxes are related to prop- 
erty, but nevertheless it should be inter- 
esting to compare the ratios of tax 
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expense to book value of fixed capital.? 





Ratios of Tax Expense to 
Average Book Value 
of Fixed Capital 





1928 | 1929 | 1930 | 1931 


fected, of course, by the degree of mech- 
anization of an industry in different 
years. The following table presents 
capital turnover ratios for the four indus- 
dustries studied. 





Electric utility......... 2.3%| 2.4%) 2.4%) 2.4% 
Gas utility............. 2.9 | 2.7 | 2.6 | 2.6 
Telephone utility....... 2.3 2.5 2.1 2.1 
Water utility........... 1.7 1.7 1.8 1.8 

















Ratios of tax expense to fixed capital 
exhibit considerable stability. Perhaps 
the most striking change is a decrease in 
the gas utility ratio from 2.9% in 1928 to 
2.6% in 1930-31. The ratios of the tele- 
phone industry in 1928 and 1929 were 
considerably higher than in 1930 and 
1931, probably because of higher income 
taxes in these years. Income taxes have 
more effect on the tax item in the tele- 
phone utility than in other utilities be- 
cause of the predominant use of capital 
stock for financing this industry in 
Wisconsin. 


Capital Turnover Ratios 


The capital turnover ratio, when com- 
puted as the ratio of fixed capital to 
operating revenue, expresses the number 
of years it takes to “turn” completely 
fixed capital. A capital turnover ratio 
of five means that the utility has five 
times as much fixed capital as it has 
annual revenue. A small ratio indicates 
a rapid turnover; a large ratio, slow 
turnover. Other things being equal, a 
high capital turnover ratio indicates 
that a high proportion of each dollar 
of revenue goes to meet fixed charges on 
capital. 

Probably the chief value of the capital 
turnover ratio is that it indicates the 
relative efficiency with which a utility 
uses its property and plant. It is af- 





* The deficiencies of book value of fixed capital as a 
measure of cost of property and plant were discussed 
under depreciation expense. 


Ratios of Average Book Val- 
ue of Fixed Capital to Total 
Operating Revenues* 





1928 | 1929 | 1930 | 1931 








Electric utility......... 4:9%| 4.8%] 5.1%) 5.4% 
Gas utility............. 43 | 44 | 4.7 | 5.1 
Telephone utility....... 3.2 | 3.2 | 3.6 | 4.0 
Water utility........... 8.1 8.0 | 82 | 8.6 














* The reader is referred to the section on depreciation ex- 
pense for a discussion of book value of fixed capital as a meas- 
ure of property and plant. 


This table exhibits in general a tend- 
ency for capital turnover to become 
slower in 1930 and 1931. This tendency 
is the result of (1) a much slower increase 
of revenue in 1930 than in former years 
and an actual decrease in revenue in 
most instances in 1931; and (2) an un- 
slackened, and in the telephone utility, 
increased construction activity in 1930, 
with substantial construction in 1931, 
when, except in the gas utility, construc- 
tion was over half the 1930 amount. 


Comparing the increases in the turn- 
over ratios (slowing down of turnover), it 
is noted that the water utility has fared 
the best with only a 7%4% increase in 
the ratio from 1929 to 1931. This com- 
paratively favorable showing was the 
result, undoubtedly, of the stability of 
water revenue in 1931. The electric 
industry comes next with a 124%% in- 
crease in its ratio (between 1929 and 
1931), followed by the gas industry with 
a 16% increase. The telephone utility 
shows the largest increase in the capital 
turnover ratio, from 3.2 to 4.0, or a 25% 
increase. 

Before closing it may be desirable to 
point out that the relative size of the 
capital turnover ratios will explain many 
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of the differences noted among the utili- 
ties in regard to ratios of operating ex- 
penses, depreciation expense, and tax ex- 
pense to operating revenue. 


Conclusions 


Utilities generally have been able to 
meet the problem of decreased revenue 
during the depression only by cutting 
operating expenses. Depreciation ex- 
pense, except where the relationship of 
this item to fixed capital has been dis- 


regarded, has increased sharply. Tax 
expense has also increased, both abso- 
lutely and in relation. to revenue. 
Capital turnover has slowed down 
materially in 1930 and 1931, as a result 
of stable or somewhat decreased rev- 
enue coupled with increasing fixed capi- 
tal. The increase in capital turnover 
ratios reflects an influence which has 
proved to be the undoing of many indus- 
tries—namely, inflexibility in adjusting 
productive plant to consumption needs. 
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Recent Trends in City and Country 


Populations 
By W. RUSSELL TYLOR* 


populations in their qualitative 
aspects, together with the rela- 
tionship between population and land 
resources, are ultimate factors determin- 
ing national and community life. Social 
trends and policies must be analyzed and 
envisioned in the light of population 
trends. Policies of land utilization, 
which are concerned with the determina- 
tion of the most economically productive 
use of land and with the increase and 
stabilization of land values; the relation 
of these programs to the more pressing 
problems of unemployment and farm 
relief; the fundamental bases of city 
and regional planning programs;! and 
the long-range policies of public utility 
operation—all these, and others besides, 
have a logical foundation in a quantita- 
tive and qualitative analysis of popula- 
tion and its movements. Due apprecia- 
tion, therefore, of the basic trends in our 
city and country populations is indis- 
pensable to an understanding of the 
social problems inherent in an urbanized 
society, and to the formulation of any 
social plans and policies which must 
inevitably replace an anachronistic 
laissez-faire philosophy. 
The 1930 or Fifteenth Census of the 
United States made a change in the 


, ‘HE quantity and movements of 


* For initial compilation of the data for the tables 
used herein, the author is indebted to his graduate stu- 
dent, Bernard M. Mulvaney, Instructor at St. Viator’s 
Academy, Bourbonnais, Illinois. 

1W. Russell Tylor, “The Importance of the Human 
Factor in City Planning,” J/linois Municipal Review, 
December, 1932, pp. 238-243; also Mechanical Engi- 
neering, December, 1932, pp. 831-836. 


2 In response to the author’s inquiry as to the num- 


definition of urban.and rural areas. As 
is well known, since 1880 the Census 
has defined as cities all incorporated 
places? of 2,500 or more, with a slight 
modification with reference to parts of 
New England, where the practice has 
been not to incorporate a town as a 
municipality until it has attained a 
population considerably in excess of this 
amount. Hence, in 1910 and 1920, when 
all townships in New Hampshire, Massa- 
chusetts, and Rhode Island which had a 
population of 2,500 or more were classi- 
fied as urban, a number of rural places 
were included in the urban population of 
these states. The 1930 Census remedied 
this by including as urban in these three 
states, in addition to the regularly in- 
corporated cities, only those townships 
in which there is a village or thickly 
settled area having more than 2,500 
population, and comprising, either by 
itself or when combined with other vil- 
lages in the same township, more than 
half the total population of the township. 
The 1930 Census made a second change 
in definition whereby it included as 
urban all townships and other political 
divisions throughout the nation, not 
incorporated as municipalities or con- 
taining any area so incorporated, which 





ber of unincorporated places, a communication from 
the Bureau of the Census states in part: “The Bureau 
of the Census has no official record of all of the unin- 
corporated places in the United States . . . It is true 
that an effort was made by the Bureau in 1930 to secure 
the population of the larger unincorporated places . . . 
In answer to various requests, we have taken off the 
population shown on the 1930 schedules for a number 
of the unincorporated places . . . Of course, as the 
unincorporated areas have no definite limits, the popu- 
lation reported is necessarily only approximate.” 








ee 






had a total population of 10,000 or more 
and a population density of 1,000 or 
more per square mile. 

The result of the first change in defini- 
tion was to transfer in 1930 from the 
urban population back to the rural in 
the three New England states a total of 
76 towns, involving a population of 288,- 
621, which would have remained urban 
under the 1920 definition. The con- 
trary result of the second change in 
definition was to add to the 1930 urban 
population a total of 28 townships, out- 
side of New England, with an aggregate 
population of 573,329. Thus the net 
result of these changes in definition was 
to increase the 1930 urban population 
by 284,708, or more than a quarter of a 
million over and above what it would 
have been had the classification re- 
mained in accordance with the 1920 
Census definition of urban areas. This 
change, although bearing but slightly 
on the percentage of the urban to the 
total United States population, is never- 
theless sufficient to increase the 1930 
urban percentage to 56.2 instead of 55.9, 
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which it would have been had the 1920 
definition of urban population been 
employed in 1930. 


Rates of Urban and Rural Increase 


However, this change in definition 
has more significance, especially in con- 
junction with another factor to be noted, 
when we consider the respective decen- 
nial rates of increase of the rural and 
urban populations (Table I). Consider, 
for example, the rural population which 
increased 4.7% between 1920 and 1930. 
Since the 1930 rural population lost 
over a quarter of a million merely by 
change in definition, and since it lost 
further by classifying as urban all rural 
towns in 1920 which during the decade 
had attained more than 2,499 popula- 
tion, the above 4.7% rural decennial 
increase becomes an understatement. 
If, instead, only the same rural com- 
munities are taken in 1930 as were taken 
in 1920, then by 1930 a rural gain of 
8.8% may be noted over 1920.’ In the 


3 P. K. Whelpton, “Population”, 36 American Fournal 
of Sociology 874 (May, 1931). 


TaBLe I. Unirep Srates Torat, Ursan anD Rurat PopuLaTIoNs, WITH 
RespEcTIvE RaTEs oF INCREASE AND PERCENTAGE URBAN, 
By Census DeEcaDEs.* 














+ Total Population Urban Population Rural Population 
ear 
Percentage Percentage] Percentage Percentage 
Number Increase Number of Total | Increase Number Increase 
ae a er ea 122,775,046 | 16.1% | 68,954,823 | 56.2% 26.9% | 53,820,223 4.7% 
BONO hac ceukoosed 105,710,620 | 14.9 54,304,603 | 51.4 28.8 51,406,017 3.2 
De oes itso 91,972,266 | 21.0 42,166,120 | 45.8 38.0 49, 806,146 9.0 
BN oo ca4Sacyoeen 75,994,575 | 20.7 30, 380,433 | 40.0 36.0 45,614,142 | 12.0 
BBQO... 0... eee eee, 62,947,714 | 25.5 22,298,359 | 35.4 55.0 40,649,355 | 13.0 
| eo ere 50,155,783 | 30.1 14,358,167 | 28.6 | ...... 45.77, 010 |... 
Ea READ SAI GRD: Berets eh nex. s. “AP, Sueciedsl MICS IER awlntcies 3 
ee, er eS ee i nr. ern. rear il crea, ae enn es 
WEN 2565 asstaace BERGE OIO LAREDO occa asia eel SeswGe.OMPio steiecie Meare auton nn MAG aoe 
1 SAO Ten: pi ey Nae a ee: ee. Menem) Crema e ete hor | ter eemeee A 
PR ooo ate auitoee SSreeeCee esa Nee wk ecen TE <ckuo a Pecceon eam anaes 
SBOP eis i aiaweraakes GROrESRE SRE eas ince aawes, GEL acugse Blpesas onan Comclaen 
SL Se a SOAR elo cacccin ch, cosas MM Geseae Misco uracen wena 
ee rete SOMME URR SN. GUT puccatt ojala dh) <elpree acer AD chain vies) BE etacentes en aton De eis gira 
eer ee ane SAO BPE ioc scie. | fob odw.cinw cell <odenlca! WD Siasics wed inaets sasecl bese ste 


























* Compiled from 15th United States Census, Vol. I, Population, Tables 2 and 3, pp. 6 and 8. 
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same way, if only the same centers 
which were urban in 1920 are considered 
in 1930, the rate of increase of the urban 
population becomes 23.1% instead of 
the Census figure of 26.9%.‘ Thus a too 
ready interpretation of the Census fig- 
ures overstates the rate of urban in- 
crease as it in turn understates that of 
the rural increase. Whereas apparently 
on the face of the Census figures the 
urban population increased during the 
past decade at a rate nearly six times 
the rate for the rural population, in 
the light of the above modifications the 
rate of urban increase was but slightly 
over 2% times as large as the rate of 
growth of the rural population. 

If the modified rates of increase are 
further compared with the similarly 
modified rates of the preceding decade, 
then the 1920-1930 rural rate of increase 
(8.8%) is seen to be somewhat larger 
than the rural modified rate (6.8%) for 
1910-1920, whereas the 1920-1930 urban 
rate of increase (23.1%) is slightly less 
than the modified rate of urban increase 
(24.5%) for the preceding decade. Be- 
cause of the decrease in the farm popu- 
lation, we might expect that the rural 
rate of increase would have been lower 
in this last decade than in the previous 
one, and that the urban rate would have 
been higher. However, both rates have 
been conditioned by movements in the 
village population as well. This slowing 
down in the decennial rate of urban in- 
crease, together with the increase in the 
decennial rate of rural growth, is one of 
the general indications of the decen- 
tralization of our population. 

A further word of caution is in order, 
in passing, particularly in the compari- 
sons of interdecennial trends. A Census 
decade does not necessarily cover ex- 
actly 10 years, or 120 months. The 
Fourteenth Census covered the period 


4 Ibid, 


from April 15, 1910 to January I, 1920, 
or 116% months. The Fifteenth Census, 
in contrast, covered 123 months, or 
from January 1, 1920 to April 1, 1930. 
It is readily seen that the periods are 
not exactly comparable since there is a 
full half year’s difference, although for 
most purposes this discrepancy is ig- 
nored. Had the last Census period, 
however, been 120 months instead of 
123, the various rates of increase would 
have been lowered a few decimals. 


Urban Trends 


In line with the more rapid growth of 
the urban relative to the rural popula- 
tion in this last Census decade, we find 
that population growth throughout the 
various geographic divisions was corre- 
lated essentially with the distribution 
of the urban people. As in the previous 
decade, the Middle Atlantic and the 
East North Central states had the larg- 
est numerical increase. The Pacific 
states were third in order, but they in 
turn had by far the highest rate of in- 
crease of any geographic division (Table 
II). These three divisions comprise 
nearly half (48.5%) of our total popula- 
tion and have furnished 62.2% of our 
national growth. 

The New England states offer an 
anomaly. Essentially because of the 
1930 Census change in definition of 
urban populations, this geographic di- 
vision surrendered its first place in the 
rank of urbanized divisions to the 
Middle Atlantic division. Although the 
difference in the proportion of the urban 
population in the two divisions is only 
slight (.4%), it is sufficient to cause New 
England to drop to second place. 

Although virtually as high in the per- 
centage of urban population as the 
Middle Atlantic division, New England’s 
total rate of increase was the lowest of 
all except the West North Central 
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division, and its urban rate of increase 
was by far the lowest, as it was also in 
the preceding decade. New England is 
fast approaching the state of urban 
saturation. This slackening on the part 
of New England is offset by the rate of 
urban growth in the West South Central 
and Pacific states. Incidentally, the 
West South Central is the only rural 
division that maintained a total rate of 
increase equal to the national rate of 
growth. 

Divisions which were rural in IgIo 
are rural now and will be rural in 1940, 
unless they alter the rate of their urban 
growth. Although the ratio of the urban 
population in the East North Central 
and Middle Atlantic states to the total 
urban population has fallen slightly 
between 1910 and 1930, the urban popu- 
lation in the Pacific states showed a 
decennial increase of 59.4% between 
1920 and 1930, indicating a westward 
shift in the urban population. In 1920 
the Pacific division had 6.5% of the 
total urban population, but now it has 
8%. In 1930 the four “urbanized” geo- 
graphic divisions (New England, Middle 
Atlantic, East North Central, and Pa- 
cific)—i. e., those with more than half 
their populations classed as urban— 
comprised 71.2% of the total urban 
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population, or just 1% less than they did 
in 1920, and contributed 66.68% of the 
total national population growth. More 
than half of our urban population (vir- 
tually 54%) is found in the states lying 
between New York and Chicago, or in 
the two highly urbanized divisions— 
the Middle Atlantic and the East North 
Central. Parenthetically, there are only 
three states in the Union—namely, 
New York, Pennsylvania, and IIlinois— 
with a population greater than that of 
New York City, although Ohio approxi- 
mates it. In general, our divisional in- 
crease in population corresponds with 
the decline in the proportion of agricul- 
tural workers. 

In passing it is interesting to note that 
California, now nearly 34 (73.3%) urban 
and consequently on a par with the 
eastern geographic divisions, and Florida, 
with a little more than half (51.7%) its 
population classed as urban, had the 
largest rates of total population increase 
of any of the states—65.7% and 61.5% 
respectively. As a column in The 
Nation has expressed it: 


“No doubt this great growth in our two 
leading playground states reflects the rise of 
a leisure class able to retire and build Spanish 
houses in the sections famous for their cli- 
mate and scenic beauty. But most of the 

















TaBLe IJ. Geocrapuic Divisions wItH 
Percentage Persons per Increase from 1920 
Division of Total Square Milet Total 
Population Populationt 
Percentage of 
1920 1930 Number Percentage |TotalIncrease 
United States....... 100.0% 36.6 4153 122,775,046 17,064,426 - 16.1% 100.0% 
New England....... 6.7 119.4 131.8 8,166, 341 765,432 10.3 4.48 
Middle Atlantic..... 21.3 222.6 262.6 26,260,750 3,999, 606 18.0 23.4 
East N. Central..... 20.5 87.5 103.0 25,297,185 3,821,642 17.8 23.4 
West N. Central. ... 10.7 24.6 26.0 13,296,915 752,666 6.0 4-4 
South Atlantic...... 12.5 52.0 58.7 15,793, 589 1,803,317 12.9 10.0 
East S. Central... .. 8.0 49.5 55.4 9, 887,214 993,9°7 11.2 cy 
West S. Central..... 7 23.8 28.3 12,176,830 1,934,606 18.9 IT .3 
ae 3.0 3-9 4-3 3,701,789 365,688 11.0 2.1 
fo ae eres 6.7 7.6 25.8 8,194,433 2,627, 562 47:2 15.4 


























* Compiled from 15th United States Census, Vol. I, Population, Tables 6, 7 and 9, pp. 12, 13, and 15. 
t Ibid., Table 7, p. 13. 
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people of these states are still compelled to 
earn their living, and a large part of Cali- 
fornia’s gain is the result of the growth in 
the single city of Los Angeles, which has 
more than twice the population it had ten 
years ago.’’§ 


In connection with this territorial 
concentration and increase of our urban 
population two further trends may be 
noted, when cities are arranged by 
classes so as to permit tracing their 
growth when they change classes—i. e., 
by considering, as the Census does not, 
the same cities in each size group at the 
beginning and at the end of a decade, 
and allowing for annexations, as Whelp- 
ton® has done (Table III). These two 
striking trends are: the increasing rate 
of urbanization in our largest cities, 
those of a half a million and over, and 
likewise in our smallest, those under 
15,000. This last development again 
reflects decentralization, or the suburban 
trend. The classes of cities between 
these two extremes all declined in their 
rates of increase during the past decade 
compared with the preceding one. From 
this standpoint our cities are growing at 
an increasing pace at the very top and 
bottom of the urban size classes only. 


5 “How We Grow”, The Nation, August 20, 1930, p. 
196. 


Various Data as NoTED FoR 1930.* 


At the same time and on the same 
basis of classification the cities showing 
the largest rate of increase in the last 
decade are those in the 25,000-50,009 
group and this rate of increase was only 
.2% below the corresponding figure for 
the period 1910-20. In the decade 1g10- 
20, however, the 250,000-500,000 group 
showed the largest rate of increase 
(34.9%), whereas in 1920-30 this figure 
was more than cut in two (15.4%). 
Moreover, the second largest rate of 
gain this past decade was for cities under 
15,000, which constitute essentially a 
suburban group, as do those having the 
highest increase; and these smaller 
cities increased at a more rapid rate 
than they did the preceding decade. 
Thus the suburban trend is strikingly 
evidenced. On the Census classifica- 
tion basis a record gain was that of 
Beverly Hills, suburban to Los Angeles, 
which increased from 674 in 1920 to 
17,428 in 1930, or 2,485%. 

In striking contrast to the pace of 
urbanization heretofore indicated, no 
Census prior to 1930 has shown so 
many cities which were urban at the 
beginning of the decade actually de- 
creasing in population. In all there 


6 Whelpton, op. cit., p. 876. 





























Urban Population§ Rural Population§ 
1920 1930 
Percentage Percentage 1920 1930 
Number Percentage Increase Number Percentage Increase 
54,304,603 51.4% 28.8% 68,954,823 56.2% 26.9% 51,406,017 53,820,223 
5,865,073 | 79.2 17.3 6,311,976 77-3 9-3 1,535,836 1,854,365 
16,672,595 | 74.9 20.5 20, 394,707 77-7 22.3 5,588,549 5,866,043 
13,049,272 60.8 a6. 9 16,794,908 66.4 28.7 8,426,271 8,502,277 
41727,372 | 37-7 22.0 5,556,181 41.8 17.5 7,816,877 7,740,734 
4,338,792 | 31.0 40.3 5,698,122 36.1 31.3 9,651,480 | 10,095,467 
1,994,207 22.4 26.7 2,778, 687 28.1 39-3 6,899, 100 7,108, 527 
2,970,829 | 29.0 51.8 4,427,439 36.4 49.0 7,271,395 7,749,391 
1,214,980 36.4 28.2 1,457,922 39-4 11.7 2,121,121 2,243,867 
3,471,483 | 62.4 45-7 5,534, 881 67.5 59-4 2,095,388 2,659,552 
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Ibid., Table 6, p. 12. 
Ibid., Table 9, p. 15. 
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were 532 of these in 1930, as compared 
with 393 the preceding decade (Table 
III). In line with this trend we also 
have fewer new cities appearing in this 
past decade than in the preceding one 
(378 as contrasted with 474). 

As stated above, when all cities are 
considered together their rate of in- 
crease declined slightly between 1920 
and 1930 compared with the preceding 
Census period. A variety of causes may 
be suggested for this decline in the rate 
of urban increase. In the first place a 
generally declining national rate of in- 
crease (Table I) may be expected to in- 
volve a lowering of the urban rate of 
growth, when it is appreciated that the 
urban growth during this past decade 
represented 85.8% of the national in- 
crease. Both rates of increase are, in 
turn, affected by a declining birth rate 
and declining rate of natural increase, 


Taste III. THe Growru or Ciries,* sy Sizes.f 

















Rate of Cities 
Size of Cities Increase Decreasing 
at Beginning by by 
of Decade 
1930 | 1920 | 1920|1930 
Over 1,000,000 ....... 24.1%] 19.3% 
500,000-1,000,000....... 2.8 | 20:0 
250,000- 500,000....... Pe4 (G69) Pichon 
100,000- 250,000....... 20.2 | 22.3 |... 4 
§0,000- 100,000....... 23.0 | 31.0 2] 12 
25,000- §0,000....... 26.3 | 26.5 8 9 
TS,000- 25:000.........% 24.0 | 29.4 is | 98 
19000. 16,000........ 26.2 | 23.2 32] 45 
$:600- 30,000... 25.3 | 21.6 90 | 143 
ZE00- S000 se9 00.0 25.0 | 22.6 | 246 | 287 
Siena 23.1%| 24.5%] 393 | 532 

















* The number of cities in certain size groups is different 
from that shown by the Census for the following reasons: 
(a) Small cities which were annexed to larger cities during 
the decade are combined with them at the inning of the 
decade and not listed separately. This may shift the annex- 
ing city to a larger size group. (b) In 1930 the Bureau of 
Census transferred from urban to rural certain townships 
in New Hampshire, Massachusetts, and Rhode Island. 
These have been considered here as being rural in — 
census years. (c) The Bureau of the Census also tra’ 
certain unincorporated places from rural to urban pero 
These have been considered here as being urban in earlier 
census years, if their population was sufficiently large. 
Moreover, the population of each city at the beginning of 

decade includes that of places annexed during the 
decade whenever this adjustment could be made; this 
= includes nearly every annexation and all the 
Cache ones. 
fake "Faken i in part from Whelpton, “‘Population”’, 36 American 
‘ournal of Sociology 876 (May, 1931). 
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which are particularly marked in urban 
areas. Moreover, as immigration is re- 
duced, our population growth becomes 
checked in a two-fold manner: (1) by 
direct cessation of a net balance of immi- 
grants entering our borders; and (2) by 
the still further lowering of the birth 
rate as a result of the passing of the 
heretofore most fertile foreign-born 
women into the older age groups. Again, 
the “back to the farm” movement, which 
became evident about the time the 1930 
Census was taken, likewise diminished 
the net movement from farms to cities. 


Metropolitan Districts 


One of the significant urban phases of 
the Fifteenth Census is the changed 
definition of Metropolitan Districts. In 
1920 a Metropolitan District had as its 
nucleus a city (or twin city) having at 
least 200,000 inhabitants, and comprised 
the central city and the population in 
those suburban areas which lay within 
approximately 10 miles beyond the mu- 
nicipal limits and in which the density of 
population was 150 per square mile or 
more. This definition yielded 29 such 
districts, comprising 32 central cities. 
On the basis of this 1920 definition the 
number of Metropolitan Districts in 
1930 would have increased to 39. 


However, the 1930 Census has de- 
fined 96 Metropolitan Districts, each 
having an aggregate population of 100,- 
ooo or more (not to be confused with the 
93 Cities of 100,000 or more population), 
and containing as the nucleus one or 
more central cities of 50,000 or over. 
In all, these 96 districts comprise 120 
such cities. A 1930 district also com- 
prises, in addition to the central city 
nucleus, all adjacent and contiguous 
civil divisions having a density of not 
less than 150 inhabitants per square 
mile—not, however, necessarily limited 
to the 10-mile radius—and adds further 
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those civil divisions which have a den- 
sity of less than 150 per square mile pro- 
vided they are directly contiguous to the 
central cities or are nearly or entirely 
surrounded by minor civil divisions 
having the required density. In both 
Censuses, of course, strictly rural area, 
adjacent to the central city or cities, 
is not included within the Metropolitan 
Districts, but is included, along with 
the district population as defined, in 
what is officially designated as the Met- 
ropolitan Area. Of the total population 
of the ig3o Metropolitan Districts, 
which in turn comprises nearly half the 
total population of the United States, 
by far the greater proportion (69.1%) is 
contained within the central cities them- 
selves. 

In spite of the change in definition, it 
is possible to compare the 1920 and 1930 
population trends in 85 of the 96 dis- 
tricts defined in 1930; the 85 are as- 
sumed as Metropolitan Districts in 1920 
on the basis of the 1930 definition. Inci- 
dentally, these 85 districts in 1930 con- 
tain almost as many people as comprise 
our rural population. 

Comparisons of the population growth 
within the cities and within their sub- 
urbs in these districts indicate further 
the importance of the suburban trend. 
In the Metropolitan Districts with a 
population over a million, of which 


there are 10, the rate of increase in the 
suburbs is phenomenally greater than 
that in the parent cities (Table IV). 
It is virtually double in Detroit and in 
the San Francisco-Oakland District; 
nearly triple in Chicago, Pittsburgh, and 
the New York-North East New Jersey 
District; six-fold in Philadelphia; more 
than ten-fold in St. Louis; and nearly 
eleven-fold in Cleveland. New York 
City’s relative disadvantage in growth 
in comparison with the growth of its 
suburbs is partly explicable in the light 
of Manhattan’s actual 18% decrease in 
population during this last decade, 
although the City as a whole (all five 
boroughs) increased 23.3%, which is a 
little less than Chicago’s rate but more 
than three times that of Philadelphia. 
Many Metropolitan Districts of less 
than a million population exhibit equally 
phenomenal suburban rates of increase 
relative to their central cities’ rates 
(Table V). No district with 300,000 or 
more population in 1920, except Louis- 
ville, showed a larger rate of increase in 
1930 in the cities than in the suburbs. 
This was also true of districts having 
more than 300,000 each in 1930, with 
the exception of Dallas and Akron, 
where, as in Louisville, the rates of 
increase for the central cities exceeded 
those of the suburban areas. In all 85 
Metropolitan Districts the suburban 





TaBLeE IV. MetrRopo.itan DistRIcTs WITH 1,000,000 PoPULATION IN 1930.* 

















Percentage] Population | Increase | Increase 
Metropolitan District Population | Increase a Cities in Cities |in Suburbs 

New York-N. E. New Jersey................ 10,901,424 28.2% 7,942,600 20.9% 52.4% 
asks heaving ened i xe aeexetsc tenes 4,364,755 99.4 3,376,438 25.0 73-4 
We MOTESEN RY. goo. < civ cin simi oct te eis ee Bee 2,847,148 16.1 1,950,961 7.0 42.6 
re ee rr 2,318,526 | ...... 1,238,048 | 114.7 | ...... 
NRT afc oases Soy Zee ivy: sh clare oe ea 2,307,897 14.9 781,188 4-4 21.2 
RENO cP ee eRe Sovic 6 clay 8 aka od Re ee 2,104,764 68.0 1, 568,662 57.4 108.9 
PRRs oa Gis: ade. c's owl as Hele cohen 1,953,668 15.1 669,817 7.2 19.8 
ret tere rrr ee 1,293,516 20.7 896, 307 6.7 71.3 
San Francisco-Oakland...................-. 1,290,094 33.8 918,457 27.0 53-9 
WR COERR erase welt aiioa os erg ees chelew en 1,194,989 27.7 goo, 429 11.8 125. 














* Compiled from 15th United States Census, Vol. I, Population, Table 4 (Metropolitan Districts). 











rate of increase was higher than the 
central city rate in over 70% of the cases. 
Furthermore, in all these Metropolitan 
Districts as a class, the rate of increase 
in the suburbs (39.2%) was almost 
exactly twice that of the central cities 
(19.4%). Furthermore, the suburbs con- 
tributed half of the numerical increase 
which took place in the Metropolitan 
Districts during the decade. 

Tasie V. Some Srrikinc ExampLes OF THE DIFFER- 


ENT Rates oF GROWTH FOR CITY AND SuB- 
uRBS OF METROPOLITAN Districts 














IN 1930.* 
Rate of Growth in 
Metropolitan 
District City Remainder 
of District 
ee SO ee 9.7% 72.2% 
fe SS Eee ie 11.8 125.8 
BRM se acs sais ive pisieoocaate 12.2 79.9 
Grand Rapids............... 22.5 131.9 
SUGIBAODONS . 6 5:65 :0:55 5.0 oe 15.9 80.4 
HOW SERVED 66.5.0. ese v0nees ac 36.0 
Philadelphia................ 40 42.6 
I ere 24 61.6 
SS Oe 6.6 61.8 
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* Compiled from 15th United States Census, Vol. I, Popula- 
tion Table 4 (Metropolitan Districts). 


As the large city itself drew from the 
rural classes two decades ago, today 
the Metropolitan District—the city to- 
gether with its suburbs—is drawing not 
only from the rural but also from other 
urban territory surrounding it, as evi- 
denced by the increasing number of 
cities already mentioned as losing popu- 
lation. Specifically, this absorbing tend- 
ency on the part of larger areas has pro- 
duced actual declines in population in 
several important centers. Thus Lowell, 
New Bedford, Fall River, and Holyoke 
declined because of Boston’s greater 
power of attraction, just as Wilmington, 
Delaware, also lost population as a result 
of too great proximity to Philadelphia 
and her suburbs. However, in the former 
area especially, the shifting of industries 
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to sites nearer the source of raw ma- 
terials is undoubtedly a factor. In the 
nation at large it is the urban trend; 
in the urban population itself, it is the 
Metropolitan Districts trend; in the 
Metropolitan Districts, it is the sub- 
urban trend. Perhaps, then, instead of 
characterizing our national tendency as 
“urban,” we should say “suburban.” 

This suburban trend is further evi- 
denced in the decentraliztion of indus- 
try which has given such places as 
Dearborn, Michigan, Aliquippa, Penn- 
sylvania, West Allis, Wisconsin, and 
Wyandotte, Michigan status as enter- 
prising cities. While these places are 
virtual suburbs, they are relatively 
independent in their maintenance, and 
capable of drawing further population. 
Thus Akron, a city resulting from this 
territorial decentralization of industry, 
continued to grow faster this last decade 
than its own suburbs. 


The Farm Population 


The farm population of the United 
States reached its peak in 1910 with an 
estimated 32,076,960 persons, according 
to the United States Department of 
Agriculture. This meant one person in 
every three at that date. Today it 
amounts to but one person in every four. 

The 1920 Census, for the first time, 
gave a separate enumeration of farmers 
and the number declined to 31,614,269. 
This Census defined the farm population 
as those persons living on farms, and 
those farm laborers and their families 
who, while not living on farms, did live 
in rural territory outside of any incorpor- 
ated place. The 1925 Agricultural Cen- 
sus revised this initial definition of farm 
population by omitting the clause re- 
ferring to the farm laborers living off the 
farms and thereby limiting the number 
strictly to persons actually residing on 
farms, including, of course, considerable 
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numbers of persons engaged in oc- 
cupations other than agriculture. The 
number of farm laborers thus affected 
further reduced the 1920 farm popula- 


tion, on the basis of the 1925 definition,. 


to around 31,000,000, or 29.9% of the 
total population. The enumerated farm 
population as of January 1, 1925 had still 
further declined to 28,981,668, or 25.9% 
of the total. 

The 1925 Agricultural Census also 
changed slightly the definition of a farm 
and hence also of a farmer, since the 
number in each category is identical; 
a farmer is a person who operates a farm, 
either performing the labor himself or 
directly supervising it. Conversely, a 
farm thus becomes all the land which is 
directly farmed by one person (or part- 
nership). A farm is now any tract of 
three acres or more used for agricul- 
tural purposes, and also any tract con- 
taining less than three acres which pro- 
duced as much as $250 worth of farm 
products in 1929. The 1920 definition, 
apart from making the reference date 
1919, contained in addition the clause, 
“or which required for its agricultural 
operations the continuous services of at 
least one person.” The omission of this 
clause in the 1925 definition resulted 
in a large number of farms being then 
reported, especially in New England, 
where the owner spent most of his time 
in some occupation other than farming. 

In spite of this change the 1925 Census 
disclosed a decrease in the number of 
farms, and consequently of farmers, for 
the country as a whole for the first time 
in American history. —Two major causes 
of this decline may be suggested: the 
tendency toward larger farms as the 
result of wider use of machinery and 
abandonments and foreclosures which 
followed the 1920 inflation. 

The 1930 Census revealed a still fur- 
ther reduction, leaving a total of 


6,288,648 farms or farmers. Although 
the number of farms decreased, the 
amount of all land in farms increased 
3-2% during the past decade, amounting 
to slightly more than half (51.8%) of the 
land area of the nation. The average 
acreage of all farm land correspondingly 
increased over the preceding Census, 
amounting in 1930 to 156.9 acres. 


The 1930 farm population was 30,445,- 
350, or 24.7% of the total population and 
56% of the total rural population. 
According to the United States Depart- 
ment of Agriculture’ the low point in the 
number of persons living on farms since 
IgIo seems to have been reached about 
January 1, 1930. This had increased by 
January I, 1932 to 31,241,000, or not 
quite three quarters of a million short 
of the 1910 peak. The increase of the 
farm population during 1931 was the 
largest and most significant recorded by 
the United States Bureau of Agricultural 
Economics since it began estimating 
farm population changes at the begin- 
ning of the last decade, throughout 
which in the main the population was 
steadily declining. The net gains dur- 
ing 1930 and 1931 offset all but 373,000 
of the 1,445,000 loss occurring between 
January 1, 1920 and January 1, 1930. 

During 1930, population movements 
to and from the farm almost balanced 
one another, although a slight net move- 
ment in favor of the farm population was 
discernible. This net movement was 
much more pronounced in 1931, for it, 
together with the natural increase of the 
farm population for that year, brought 
the total gain up to 656,000. The year 
1931 as compared with 1930, however, 
showed a decrease in the total number of 
persons going back to the farm but at 
the same time a considerable decrease 





7 The Agricultural Situation, monthly bulletin of the 
Bureau of Agricultural Economics, United States De- 
partment of Agriculture, November 1, 1932, p. 2. 
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also in the number going to the cities.® 

The latest survey by the Bureau 
covers the two months’ period, January 
1 to March 1, 1932. This reveals an 
estimated net gain to the farm pop- 
ulation of 263,000 of which amount 
132,000 represent the net movement 
from cities to farms. At this rate the 
possibility is that the net gain for 1932 
will equal that of 1931. If so, the farm 
population of January 1, 1933 will be 
the largest since 1920 and less than 
200,000 below, or virtually at the level 
of, the 1910 peak.® 

However, the increasing farm popula- 
tion—a product of the depression—is 
after all rather a diminished rural exodus 
than a pronounced trek back to the farm. 
The above figures, of course, do not take 
into account the increased planting of 
small subsistence gardens of less than 
three acres on the partof city folk, which 
is a modified form of increasing agricul- 
tural activity but which cannot be in- 
terpreted as adding to any farm popula- 
tion. 

At the same time, the late decennial 
increase, already noted, in the rural 
population and the total rural rate of 
increase, as distinct from the farm popu- 
lation, are partially attributable to the 
development of “‘acre-lot’’or “amphibian 
farming” colonies on the urban fringe, 
which amount in many instances to the 
city laborer’s country home. This is 
evidenced when it is noted that such 
urban states as Massachusetts, Connecti- 
cut, New York, New Jersey, and Penn- 
sylvania collectively showed an increase 
of 1,085,345 in their rural populations, 
by far the greater part being assignable 
to city workers seeking country homes, 
whereas such agricultural states as 
Indiana, Illinois, Wisconsin, and the 





8 Ibid, p. 4. 
* Ibid, p. 2. 
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seven West North Central States re- 
ported a rural increase of but 70,452." 

A valid appraisal of the late back-to- 
the-farm movement occurs in the “Edi- 
torial of the Day” of the Chicago Tribune 
for July 18, 1932, taken from the Bloom- 
ington (Illinois) Pantagraph. The cap- 
tion is “Why Back to the Farm.” 
In summary, it states that the back-to- 
the-farm movement has a different sig- 
nificance for different sections of the 
country. In this section of the country 
there is not much room for it, since re- 
turning landowners must displace the 
tenant on the home farm or else change 
his status to that of a hired man. Al- 
though a living can be had from the 
farm, farming is certainly not attrac- 
tive from the commercial standpoint. 
However, on poor and cheap lands, in 
the eastern and southern states, where 
the land gives a means of living impos- 
sible to find elsewhere at present, it 
may serve to afford the unemployed an 
opportunity for the time being to be 
relatively self-supporting, and therefore 
be important as a’means of unemploy- 
ment relief. But many of these would- 
be farmers are not farmers and most of 
them may be expected to return to city 
jobs when prosperity returns. On the 
other hand, truck gardening on small 
plots on the urban fringe, which pro- 
vides a measure of self-support while 
doing part-time city work, is an impor- 
tant phase of this movement, and it 
remains to be seen how long this phase 
of the present trend will be retained. 


The Village Population 


Concerning the rural non-farm, or 
village population some interesting trends 
are also discernible. In 1930 this classi- 
fication amounted to 23,662,710, or vir- 
tually 44% of the total rural population. 
Of this village population, in turn, over 





10 Whelpton, op. cit., p. 874. 
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¥% (38.8%) is in incorporated places. In 
general, the total number of incorporated 
villages has increased with each decade 
since 1890, as hasalso the total population 
of such places. The last two Census 
periods, however, indicated that the per- 
centage of the total population resident 
in incorporated villages declined. 

A recent study" considers 12,343 of 
these incorporated places out of a 1930 
Census total of 13,433, for which 1920 
comparative data are given. Nearly 
half of these incorporated villages 
(46.1%) lost population during the dec- 
ade. However, in the light of the re- 
stricted village representation of this 
study the authors caution against a too 
ready assumption that all American 
villages are, as a class, exhibiting a trend 
toward decline. Comparative data are, 
of course, not available prior to 1920, 
apart from the incorporated areas, since 
the farm population was first differ- 
entiated then by the Census. Moreover, 
the village population as a whole, i. e., 
the rural non-farm population, increased 
18% during this past decade, or at a 
rate greater than that of the total United 
States population. 

When the above mentioned incorpor- 
ated villages are analyzed on the basis 
of size it is noted that of those less than 
500 population, more than half (56.8%) 
lost population, while of those in the 
1,000-2,500 class only about a quarter 
(28%) lost population. Hence, the rates 
of village decline seem to be in accord- 
ance with Gillette’s well known general- 
ization that “the smaller the place the 
greater is the liability of loss of popula- 
tion.” 

Further light on these population 
shifts in the village field is obtained from 
an unpublished study of incorporated 





1S, C. and Agnes Ratcliffe, “Village Population 
Changes”, 37 American Journal of Sociology 760-767 
(March, 1932). 


villages in Illinois made just after 
Illinois’ 1930 data were available. All 
Illinois incorporated places below 2,500 
were listed for each of the last three 
decennial periods. Each village was 
checked with reference to its classifica- 
tion according to the following schedule: 


1. Those showing a gain from 1910 to 1920 
and a gain from 1920 to 1930. 

2. Those showing a loss from 1910 to 1920 
and a loss from 1920 to 1930. 

3. Those showing a gain from IgIo to 
1920 and a loss from 1920 to 1930, 1930 fig- 
ure being above the 1g!o figure. 

4. Those showing a gain from I1gI0 to 1920 
and a loss from 1920 to 1930, 1930 figure 
being below the 1910 figure. 

5. Those showing a loss from 1910 to 1920 
and a gain from 1920 to 1930, 1930 figure 
being above the 1g1o figure. 

6. Those showing a loss from 1910 to 1920 
and a gain from 1920 to 1930, 1930 figure 
being below the 1gro figure. 


This study seemed to indicate that 
villages fared less well in the decade 
1920-30 than in the preceding one. Of 
the villages that declined between Ig10 
and 1920 and gained between 1920 and 
1930, only 55 went above the IgIo 
population mark, while 90 went below it. 
Furthermore, of the villages that gained 
in the earlier and lost in the later period, 
113 were above the IgIo figure still, 
whereas 156 dropped to a point below 
their 1910 status. Taking the full 20- 
year period, 1910 to 1930, only 377 
showed a gain as against 558 which ex- 
perienced a decline in population. These 
gains were most pronounced among 
those villages close to the large cities, 
particularly in Cook and Lake Counties. 

This apparently marked increase in 
the number of villages, as well as in the 
number of cities, actually declining in 
population in these more recent years, 
together with the absence of any in- 
trinsic gain in the farm population, 
might seemingly point to a pronounced 
centralization of our population, but 
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not so when it is considered in the light 
of the suburban trend or decentraliza- 
tion movement already discussed.!2 The 
metropolitan region is now the magnet, 
rather than the metropolis itself. In 
New York State during the past decade 
the cities near New York had the best 
rates of increase; those near Buffalo 
second best; and these outlying cities 
usually had higher rates than either 
New York or Buffalo." 


Conclusion 


Thus, from whatever angle we ap- 
proach the subject of population trends 
in America—from that of the movements 
in the farm population, the rural non- 





12 See, further, W. Russell Tylor, “The Exodus from 
Rural America”, Current History, December, 1931, pp. 
404-408. 
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farm or village population, the total 
rural population, the total urban popu- 
lation, or quantitative movements as re- 
vealed in the various sized city groups— 
we cannot but be impressed with the in- 
creasing significance of the suburban 
trend, which is bringing into ever 
sharper focus the importance of our 
smaller cities and towns which are cen- 
trally located with reference to one or 
more dominant cities. The solutions to 
most of our social problems in the future 
will inevitably be conditioned by this 
increasingly manifest and important 
phase exhibited by the more recent 
trends in our city and country popula- 
tions. 





18 S. D. Greenman, “Metropolitan Trend in New 
York State”, American City, February, 1931, p. 169. 














Some Current Problems of Railroad Taxation 
By ALFRED G. BUEHLER 


AILROAD taxes have been im- 
posed in this country for pur- 
poses of both regulating the steam 
railroads and raising revenues for govern- 
ments. In fiscal practice, productivity 
of revenues is a primary principle and 
the equitable distribution of the burdens 
of taxation is secondary. In a logically 
arranged tax system, the railroads would 
be taxed along with other businesses in 
such a manner that revenue charges 
would be distributed with relative eq- 
uity, but tax systems have evolved in 
political and economic compromises and 
not in a logical, predetermined manner. 
In this article it is proposed to describe 
briefly present methods of railroad taxa- 
tion, to state some of the important 
problems in such taxation, and to indi- 
cate some reforms which appear to be 
desirable. It is realized that the prob- 
lems discussed here are but a phase of the 
larger problems of the railroads, on the 
one hand, and of tax systems, on the 
other. 

The railroads accept the inevitable 
conclusion that some sort of taxation is 
inescapable, although numerous argu- 
ments have been advanced to establish 
a case for lighter taxation. The railroads 
may be in a weakened financial condi- 
tion, but other industries are suffering 
from the same plight.’ It is alleged also 
that the automobile, which is the chief 
competitor of the railroads, is subsidized 
by government aid and, consequently, 
it is unfair to tax the railroads. This 
argument must be reserved for later 
consideration. The statements that the 
railroads are a public service industry 


1The plea for tax exemption of the railroads, because 
they are a decreasing cost industry, has been restated 


passing on their taxes to users of their 
service and that these taxes may be 
shifted to the public only by charging 
rates higher than they would otherwise 
be, apply equally well to other public 
service enterprises. It seems fair that 
the patrons of the railroads should pay 
taxes when other business is being taxed. 

The railroads, as common carriers 
serving the public, enjoy earnings only 
as a result of their relations with the 
community, and the community may 
logically tax their earnings. Even if a 
railroad enjoys no net earnings, it is 
theoretically receiving benefits from 
government in the protection of fran- 
chises and other property rights. The 
heavy expenditures of modern govern- 
ments necessitate diversified sources of 
revenue, and the taxation of railroads 
and other corporations seems inescap- 
able. While the railroads present pecu- 
liar tax problems, both theory and ex- 
perience substantiate reasonable taxa- 
tion. If railroad taxes can be shifted, it 
is just that the public bear those taxes; 
and if railroad taxes cannot be shifted, 
it also seems fair, from the standpoint of 
government, that reasonable charges 
should be made for the benefits enjoyed 
from government. 

The Burden of Railroad Taxation 

The railroads pay hundreds of millions 
of dollars annually in taxes to federal, 
state, and local governments. The tax 
load has increased both in amount and 
relative to net and gross earnings. Dur- 
ing the 10 years 1921-30, while the prop- 
erty investment increased from $20.9 
recently by Professor Richard S. Merriam, “‘Discrim- 
—- Rates,” 10 Harvard Business Review 453-460 
1932). 
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billions to $26.4 billions, the taxes of 
Class I railroads climbed from $276 
millions to $349 millions, or from 5.0% to 
6.6% of total operating revenues, and 
from 10.9% to 16.4% of net railway 
operating income. During the same 
period, while taxes were mounting, fuel 
costs fell sharply, and labor costs and 
costs of materials and supplies remained 
about the same.? 

Although railroad taxes have shown a 
tendency to increase in recent years, 
except during the depression, this trend 
may merely show that the railroads were 
not taxed heavily enough in the past, 
rather than that they are taxed too 
heavily today. Taxes during the years 
1921-30 increased at practically the 
same rate as the value of the property 
investment reported by the railroads. 
Writing in 1915 Professor Ripley stated, 
“Railroad properties, except in the East, 
have probably in the past too largely 
evaded their just proportion of taxes.’ 
It must be remembered that tax collec- 
tions, in general, have increased steadily 
of late years. Data compiled by the 
National Industrial Conference Board 
show that our total tax burden, for all 
grades of government, increased from 
$875 millions, or 7.2% of national in- 
come in 1890, to $9,792 millions, or 
11.6% of national income in 1929.4 As 
far as the railroads are concerned, they 
too have experienced mounting tax bills. 
In 1890 the total tax payments of steam 
railroads were only $32,202,469, but 
since that date they have steadily risen, 
at a rate higher than the rates of in- 
crease for population, wealth, and total 
taxation. Of the $397 millions collected 
from the railroads in taxes in 1929, the 
Federal Government took over $89 mil- 


2See Commerce Yearbook, 1931, part I, c. xx, and 
Eastern Railroads, Yearbook of Railroad Information, 
1932, p. 14. The property investment is that reported 
by the railroads. 

3W. Z. Ripley, Railroads: Finance and Organization 
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lions, or nearly one-fourth; the state 
and local governments took $306 mil- 
lions, or about three-fourths; and the 
remainder went to Canada, Mexico, etc. 
About 99% of the federal tax collections 
are derived from the corporation income 
tax, while the states employ various 
bases of taxation. During the last 
decade federal railroad taxes have not 
shown much increase, but state and local 
taxes rose from $254 millions in 1923 to 
$306 millions in 1929. In the latter 
year seven states were each collecting 
over $10,000,000 in taxes from the rail- 
roads.° 

Even during the depression, in spite 
of the downward tendency of taxes, 
the burden of total taxation has in- 
creased, relative to total operating rev- 
enues and to net operating income. The 
total taxes of steam railroads increased 
from 1890 to 1929 at a faster rate than 
all taxes for the country, but the more 
rapid multiplication of railroad taxes 
was to be expected and was justifiable, 
after a period of faltering taxation poli- 
cies, when low taxes or tax exemptions 
had been permitted. 

Taking the country as a whole, rail- 
road tax collections have shown a tend- 
ency to decrease during the depression, 
largely as a result of the drop in the fed- 
eral corporation income tax, as net earn- 
ings slumped, and of the lowered prop- 
erty valuations for taxation in numerous 
states. Taxes on gross or net earnings 
automatically rise and fall with business 
conditions, but property values for taxa- 
tion tend to remain unchanged. In- 
creased railroad taxes have been col- 
lected recently in some states, as in 
New Jersey, where property was valued 


(New York: Longmans, Green & Co., 1915), p. 369. 
‘National Industrial Conference Board, Cost of 
Government in the United States, 1928-9. 
5 See Bureau of Railway Economics, Statistics of Ratl- 
ways of Class I, Summary 11, 1930, sheet 10. 
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higher in 1931 than in 1930.5 In some 
states, as in Massachusetts and Con- 
necticut, property values have tended 
to remain unchanged in spite of the de- 
pression, while in numerous other states 
property values have been cut to yield 
smaller taxes. Thus, in Illinois, the 
assessed value of steam railroad property 
was $592,230,286 in 1931, or $55,336,331 
less than in 1930.” In Indiana, railroad 
property was valued at $534 millions 
for taxation in 1929 and 1930, but was 
dropped to $501,552,730 in 1931, the 
lowest valuation since 1918.8 The writer 
is advised by the Indiana Board of Tax 
Commissioners that railroad property 
was valued at 20% under the 1931 figure 
in 1932, in line with similar reductions in 
the valuation of other property. 

Data assembled by the Interstate 
Commerce Commission for Class I rail- 
roads, showing taxes and assessments per 
mile of line, reveal considerable variation 
among the states. It must be remem- 
bered, however, that per-mile-of-line 
comparisons fail to take account of such 





6 New Jersey State Board of Taxes and Assessment, 
16th Annual Report, 1931, p. 6. 

7 Illinois Tax Commission, 13th Annual Report, 1931, 
Pp. 9. 

8 Indiana State Board of Tax Commissioners, Annual 
Report for 1931, p. 17. 


items as the relative proportions. of 
double or multiple tracking, the extent 
of terminals and yards, frequency of sta- 
tions, etc. In 1930 the charges per mile 
of line ranged from a minimum of $494 
in Texas to a maximum of $9,951 in 
New Jersey. In the same year 29 states 
and the District of Columbia collected 
over $1,000 per mile of line. The federal! 
charges were $178, while the average 
for the country was $1,519.° 

Further light on the variations in the 
taxation of different railroads in the 
United States and Canada is furnished 
in a study by Professor H. E. Dougall.! 
The data show that the American roads 
cited paid heavier taxes, relative to gross 
receipts and miles operated in 1926, 
than did the Canadian roads, and also 
that considerable differences obtain in 
the relative tax burdens of the American 
roads (Table I). 

Changing Tax Policies 


The attitudes of federal, state, and 
local governments toward the taxation 
of railroads have undergone a number of 
changes in our history. An interesting 

91. C. C., Statistics of Railways in the United States, 
1930, 44th Annual Report, p. S 57. 

10H. E. Dougall, “The Taxation of Railways in 
Canada,” 5 Journal of Land & Public Utility Economics 
405 (1929). 


TaBLe I. Taxes oF AMERICAN AND CANADIAN RAILROADS, 1926* 
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Railroad er Mile of of Net In- | of Corporate 
Operated Gross come before | Net Income 
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Canadian National in Canada...................005. 168 1.60 Deficit Deficit 
Canadian Pacific in Canada..............0-2 see eres 413 2.70 12.60 14.70 

















* Dougall, op. cit., p. 405. 
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and significant contrast to be observed 
is that between the present heavy taxa- 
tion and the former rivalry of govern- 
ments to extend financial aid to the 
highly coveted railways. Since the Civil 
War, however, the mania of public specu- 
lation in the railroads has given way to 
government regulation of railroad fi- 
nances, rates, service, etc., and to a 
steadily growing burden of taxation. 
Opposition to the railroads and pressing 
needs for revenue among the states of 
the Middle West led to the attempt to 
apply the general property tax to the 
carriers even before the Civil War." 

The early theory that the railroads 
could be assessed and taxed by local 
officials under the uniform provisions of 
the general property tax proved defec- 
tive. Railroad property is too extensive, 
diverse, and complicated to be valued by 
inexperienced local assessors who may be 
familiar enough with farming, retailing, 
and other small businesses, but who are 
unfamiliar with the intricacies of railroad 
transportation. The wide extension of 
facilities over an entire state, or over a 
number of states, has rendered impos- 
sible the equitable taxation of railroad 
property in fractions by many small de- 
tached communities. The general prop- 
erty tax was loosely administered by 
local officials, tax evasion was common, 
and the railroads often refused to supply 
data needed for efficient taxation. In 
1900 practically all the states employed 
the general property tax to reach the 
railroads, but since that date state after 
state has either modified its property 
taxation or has turned to other methods 
of taxing. 

These other methods of taxing rail- 
roads have been accompanied usually 


For the development of railroad tax history, see 
Seligman, E. R. A., Essays in Taxation (New York: 
Macmillan Co., 1925), 9th ed.; Jensen, J. P., Property 
Taxation in the United States (Chicago: University of 
Chicago Press, 1932), chap. xvit; and Glaeser, Martin 


by the development of centralized assess- 
ment in the hands of state officials. 
Taxes are now imposed upon railroad 
property, both real and personal, upon 
franchises, capital stock, gross earnings, 
net earnings, and other bases. Gross 
earnings taxes, at various rates, have 
been popular among the states because 
of the theoretical ease of determining 
gross earnings and because of the large 
and stable revenues provided. But the 
search for a simple and easy mode of 
taxing railroads encountered serious diffi- 
culties in gross earnings taxation. This 
type of tax does not obviate costly prop- 
erty valuations, because the railroads 
must be taxed with reference to the bur- 
dens on other types of business, and for 
comparative purposes the value of rail- 
road property must be ascertained as 
long as other property is taxed. Taxes 
on gross earnings also fail to consider 
net earnings, capitalization, indebted- 
ness, losses, and other important factors. 


So-called ad valorem taxes, which are 
only modifications of the general prop- 
erty tax, have been employed in many 
states as a means of escaping the unde- 
sirable features of the general property 
or gross earnings taxes. However, ad 
valorem taxes necessitate the valuation 
of railroad property, a costly and ardu- 
ous undertaking. Unfortunately, state 
officials may set up an arbitrary rather 
than a real value, or they may fail to 
equalize the taxation of railroads and 
other business. | Property cannot be 
valued without knowing the net earnings 
of the carriers, thus forcing resort to 
methods of determining net income, with 
some expense and difficulty. As gross 
and net earnings fluctuate from year to 
year, the value of railroad property, as 





G., Outlines of Public Utility Economics (New York: 
Macmillan Co., 1927). A perennial discussion of rail- 
road taxation problems will be found in the annual 
proceedings of the National Tax Association. 
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measured by its earning capacity, also 
changes and the value of property for 
taxation should be adjusted frequently 
to allow for changes of this sort. The 
policy of maintaining constant valua- 
tions of railroad and other property for 
taxation may simplify the work of tax 
officials, but it disregards the dynamic 
character of transportation and other 
business. 

In some states, including Texas, 
RhodeIsland, Massachusetts, New York, 
Delaware, and Pennsylvania, the tang- 
ible property of railroads is assessed by 
state officials. In few states there is 
no central assessment of operating prop- 
erties or, if a central assessment is under- 
taken, it covers only a part of these 
properties. In eight states ex-officio 
boards, which consist of such officials as 
the governor, auditor, secretary of state, 
and treasurer, assess railroad property. 
This proceeding is undesirable, either 
because these officials are too busy to 
appraise the property carefully, or they 
usually lack an expert knowledge of the 
value of the property.” 

The principle of a unit valuation of 
railroad property has grown in favor 
among the states, and commonly the 
property of the entire system, or the 
part located within a state, is assessed as 
aunit. In a few states the branch lines 
and main lines are valued separately, 


and each class of property, such as - 


tracks and rolling stock, may also be 
valued separately. Theoretically, the 
unit rule permits a more accurate valua- 
tion of railroad property and a more 
effective equalization of tax burdens. 
After the unit value is ascertained, the 
total valuation may be broken up among 
the taxing counties and townships. The 
unit rule sometimes permits unequal 





12 See Jensen, op. cit., for an excellent summary of the 
problems of assessment, equalization, and apportion- 
ment. 


taxation because railroad property or 
traffic may be concentrated in a given 
area instead of being distributed more 
or less evenly over the different states in 
which the railroad operates." 

In some states the tax rate for railroad 
property may be determined by averag- 
ing the rates of other state taxes on 
property. In theory, the rates of rail- 
road taxes must be fixed with reference 
to the burdens of taxation on other prop- 
erty and on other business in the com- 
munity, in order that an equalization of 
tax burdens may be obtained. The 
equalization processes should be in the 
hands of skilled state officials and should 
not be turned over to ex-officio boards 
appointed for political purposes. Since 
the property used in other businesses is 
commonly assessed at less than its true 
value, the valuation of railroad property 
should be reduced proportionately or 
the tax rate should be adjusted. Ac- 
cording to Professor Jensen, our state 
laws seldom prescribe rules for the valu- 
ation of railroad property, and tax com- 
missions rarely state their valuation 
methods, largely because of the desire 
to avoid litigation over the proper 
method to be employed." 


Apportionment of Taxes 


Once the base of railroad taxation is 
established as property value, gross or 
net earnings, franchise value, etc., it 
becomes necessary to apportion the 
taxable base among the different taxing 
jurisdictions. The apportionment may 
involve several states, which in turn 
further apportion property among the 
local tax units. The tax may be col- 
lected exclusively by the state from the 
property centrally assessed, or the coun- 
ties, townships, cities, etc., may share 
in the collection by imposing a local 


- 





18 Tbid., p. 426. 
4 Tbid., p. 429. 
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tax rate on that part of the railroad ap- 
portioned to each unit. Although there 
are various methods by which railroad 
property might be apportioned to the 
taxing jurisdictions, the mileage of the 
main tracks is the common method, and 
most states divide the taxable valuation 
of the railroad in such a manner that the 
value taxed by the local units depends 
on the ratio of the mileage of the main 
track in the locality to the total mileage. 
This favors the thinly populated areas 
because of their relative advantages in 
the mileage enjoyed. 

A committee of the National Tax 
Association studied the possible methods 
of apportionment and found each more 
or less defective. Single track mileage 
ignores terminals and traffic density; 
all track mileage is more adequate, but 
it may not coincide with the value of the 
share of the traffic enjoyed; net earnings 
in the different taxing jurisdictions are 
unknown; gross earnings are commonly 
employed and are important, but such 
figures for the parts of the railroad sys- 
tem in each state are not obtainable with 
a sufficient degree of accuracy; car mile- 
age may be used as a rough index but it 
ignores the nature of the traffic and haul; 
train mileage is too crude and fails to 
consider earnings or traffic density; car 
and locomotive mileage is more satisfac- 
tory but inadequate alone; traffic units, 
considering the number of passengers 
and tons of freight hauled per mile over 
the system and in the state may be quite 
useful but they disregard the character 
of traffic and hauls; and finally, the 
physical value of each part of a railroad 
in each state might be employed, but it 
is impossible to establish the value of 
each of these parts with reference to the 





8 1923 Proceedings, National Tax Association, Report 
on Taxation of Public Utilities, pp. 407-10. 

6 Lutz, H. L., Public Finance (New York: Appleton 
& Co., 1929), p. 191. 


value of other property as a basis -of 


equalizing taxes, although physical value 
may be a fair basis of apportionment: in 
combination with other factors. .Be- 
cause any single method of apportion: 
ment is inadequate, the committee rec- 
ommended a composite index of car 
mileage, all track mileage, physical 
value, traffic units, and gross aan 
based on five-year averages." : 
Doubts have been raised by tax au- 
thorities concerning the feasibility of the 
committee’s plan of apportionment.’® In 
the last analysis valuation and appor- 
tionment of railroad property for taxa- 
tion are matters of judgment and no per- 
fect formula can be devised. Some 
simple and arbitrary method, such as 
all track mileage, may possibly serve as 
well as any other method of apportion- 
ment, with wise administration. Wis- 
consin has used a combination of all 
track mileage, gross earnings, net earn- 
ings, and car mileage with fair success." 


Taxes on Earnings 


In some states net earnings have 
served as a basis of taxation, and strong 
arguments may be presented to urge the 
wider adoption of such taxation.!® The 
fairness of net earnings taxes is appeal- 
ing, for taxes vary with net earnings. 
The more extensive use of income taxa- 
tion in this country and the accounting 
regulations prescribed for railroads by 
the Interstate Commerce Commission 
have made it essential for railroads to 
keep accurate and comprehensive ac- 
counts, and this should prove of benefit 
to the states desiring to tax net earnings. 
However, if other industries in a state 
are taxed on the value of their property, it 
becomes necessary to value railroad prop- 
erty in order to compare tax burdens 


17 See statement of Thomas E. Lyons, 1922 Proceed- 
ings, National Tax Association, p. 191. ; 


18 See Seligman, op. cit., pp. 245-6. 
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with . property. valuations.’ - Unfortu- 
nately, net. income ‘taxes suffer. great 
declines in their yield during depres- 
sion, as our federal experience: indicates. 

As a compromise measure to combine 
the strong features of both gross and 
net income taxation, a committee of the 
National Tax Association has recom- 
mended a gross-net earnings tax.. It is 
suggested that earnings might be taxed 
with the provision that, in the event they 
were very small or absent altogether, 
a minimum tax-would be imposed upon 
gross earnings. Such a tax would be fair 
because it would be. based primarily.on 
net earnings, but it would protect gov- 
ernment revenues: in times of reduced 
net earnings.!® 

The states have experimented with 
various types and combinations of taxes, 
now using one tax and later substituting 
a new tax for the old, or reverting to a 
still older method of taxation. The con- 
clusion may be drawn that there is no 
simple and easy scheme of railroad taxa- 
tion, for every type of tax, if it attempts 
to impose equitable burdens, is compli- 
cated and difficult to administer. The 
administration of railroad taxes is, per- 
haps, more important than the method 
followed, for responsibility for effective 
taxation rests ultimately upon the offi- 
cials involved and the judgment they 
exercise.”° 


Valuation for Taxation and Regulation 


The valuation of railroad property is 
one of the crucial problems in both taxa- 
tion and rate regulation. The processes 
of valuation for taxation are quite differ- 
ent from those followed in rate-making, 
both because of the differences in the 





19See 1922 Proceedings, National Tax Association, 
pp. 161-79. 

20 For a description of present methods of state rail- 
road taxation see the Tax Research Foundation, Federal 
and State Tax Systems, 1932. 

%t For a discussion of the problems of valuation for 


methods employed and in the powers and 
personnel of the rate-making and taxing 
commissions. However, there are im- 
portant common factors which must be 
considered in the two kinds of valuation, 
although these factors may not be given 
the same weight in reaching: valuations. 
The Interstate Commerce. Commission 
has declared,:in discussing a report on 
the Kansas City Southern Railway that, 
“Valuation for capitalization, consolida- 
tion, taxation, and rate-making purposes 
and estimates of exchange value cannot 
all be made on the same basis.”’! 

As a consequence of the decisions of 
the Interstate Commerce Commission 
and the courts, it appears that valuation 
for rate-making rests largely on concepts 
of costs,-as original cost. and reproduc- 
tion cost, although earning capacity and 
other factors are also important. In the 
classic case of Smith v. Ames the Su- 
preme Court declared in 1898: 


“We hold . . . that the basis of all calcu- 
lations as to the reasonableness of rates to 
be charged by a corporation maintaining a 
public highway under legislative sanction 
must be the fair value of the property being 
used by it for the convenience of the public. 
And in order to ascertain that value, the 
original cost of construction, the probable 
earning capacity of the property under par- 
ticular rates prescribed by statute, and the 
sum required to meet operating expenses are 
all matters for consideration and are to be 
given such weight as may be just and right 
in each case. We do not say that there may 
not be other matters to be regarded in esti- 
mating the value of the property.” 


There is considerable difference of opin- 
ion at the present time as to the proper 
methods of railroad valuation for rate- 
making, so that no clear cut formula 


taxation see Glaeser, op. cit., pp. 594-5; 1922 Proceed- 
ings, National Tax Association, pp. 170-1; Tunell, 
“Value for Taxation and Value for Rate-Making”, 
1927 Proceedings, National Tax Association, pp. 263-79; 
and Bonbright, James'C.; “May the Same Property 
Have Different Values for Different Purposes”, 1927 
Proceedings, National Tax Association, pp. 279-89. 
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seems applicable. The various factors 
involved in each case, with its more or 
less peculiar circumstances, must be 
weighed in the minds of the rate-making 
commissions and a final judgment ren- 
dered. 

Valuation for taxation proceeds to 
establish a fair or true value of railroad 
property which is primarily, in theory, a 
commercial or market value, or, as 
some state laws have defined it, a “‘cash 
value.” This value, which theoretically 
depends largely on earnings, may or 
may not coincide with the rate-making 
value. Taxing commissions may also 
consider original costs of construction, 
depreciation, and other costs. If valua- 
tions for taxation were adjusted accord- 
ing to the changing earning power of the 
railroads, the tax burden would vary in 
direct proportion with earnings. Ac- 
tually, tax valuations tend to remain 
without change for periods of months or 
years because of a disregard for fluctua- 
tions in earnings and because of the ad- 
ministrative problems involved in ad- 
justing tax valuations to earnings. It 
should be pointed out that property val- 
uations in general, for purposes of taxa- 
tion, do not vary with constant changes 
in the earning capacity of property. 
When railroad property is valued for 
taxation, its taxable value must be com- 
pared with the taxable values of other 
property in order to equalize the tax 
burdens on various classes of property. 
Neither the rate-making value nor the 
tax value rests on any simple formula 
and, in the last analysis, both values 
must depend on the judgment of the 
commissions setting these values. But 
in spite of certain differences, valuation 
for taxation and for regulation of rates 
cannot be fixed altogether independently. 
To the extent that taxable value rests on 
earnings, which in turn depend on rate- 


2 Tunell, op. cit., p. 274. 


making policies, taxable value is con- 
ditioned by the valuation for rate-mak- 
ing. 

Some of the difference in valuation for 
rate regulation and taxation may be 
illustrated by an extreme case cited by a 
railroad official. A small subsidiary of a 
western railroad was valued at $540,000 
by the Interstate Commerce Commission 
in 1916. It was operated at a continual 
loss. In 1923 the tax commissioner as- 
sessed the property at $56,400, although 
the railroad had been trying for two or 
three years, but without success, to sell 
the property for $50,000. When the 
railroad offered to sell the subsidiary to 
the tax commissioner for $25,000, the 
value for taxation was finally reduced to 
that sum. In 1925 the subsidiary was 
sold for $25,000.” 


Railroad and Automobile Taxation 


In a discussion of current problems of 
railroad taxation it is desirable to give 
some thought to the comparative tax 
burdens of the railroads and their auto- 
mobile competitors. The taxation of 
motor vehicles is a huge problem in it- 
self, and only a few general remarks can 
be made here. It is often said that the 
railroads pay heavy taxes which are 
diverted to road construction and main- 
tenance for the benefit of their automo- 
bile competitors. While railroads have 
suffered considerably from automobile 
competition, they still appear to enjoy 
advantages in long hauls of freight and 
passengers. A sound transportation 
policy, with respect to both regulation 
and taxation, should be based upon the 
assumption that both railroads and mo- 
tor vehicles are necessary transportation 
agencies. If this assumption is valid, 
then taxation should not operate to 
handicap one agency for the benefit of 
the other. 

It may be granted that the automobile 
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has enjoyed advantages over the rail- 
road with respect to regulation and taxa- 
tion in recent years, but the point should 
not be overlooked that automobile trans- 
portation is passing through a transi- 
tional stage similar to the early develop- 
ment of the railroad. It may be ex- 
pected that the present unregulated in- 
terstate service of trucks and busses will 
be ultimately succeeded by federal regu- 
lation of rates, service, etc. Such regu- 
lation has already been recommended by 
the Interstate Commerce Commission.” 
The rapid rise of independent automo- 
bile competition is partly attributable to 
failure of the railroads to envisage the 
opportunities in that field, which they 
might have exploited more extensively.* 

Whether the railroads are overtaxed, 
as compared with trucks and busses, is 
a matter of acute controversy concerning 
which adequate information is lacking. 
The automobile industry and automo- 
bile carriers assert that motor vehicles 
are being taxed off our roads, and that 
automobile taxation has already reached 
the danger point. It seems to be a safe 
conclusion that until recently, at least, 
commercial automobile transportation 
has enjoyed a freedom from much of the 
tax burden laid on railroads. Among the 
observers of the situation it is probably 
a common opinion that the railroads suf- 
fer from taxation which is relatively more 
heavy than that on their automobile 
competitors. A number of competent 
state tax officials have expressed their 
judgment to the writer that railroad 
taxes are excessive when compared with 
automobile taxes. California has al- 
ready gone so far as to reduce the tax 
rate on the gross receipts of short-line 
steam railroads from 7% to 4.25% and 
the tax rate on street railways from 

31.C.C., 45th Annual Report, 1931, p. 120. 

* Cf. H. R. Trumbower, “Regulation of the Common 
Carrier”, 19 American Economic Review, Supplement, 
226-35 (1929). 


§.25% to 4.25%, largely because of auto- 
mobile competition. In that State a 
study is now being conducted to de- 
termine the present tax burdens of these 
competing agencies with a view to 
shedding more light on future taxation 
policies for steam railroads and their 
competitors. 

Automobile taxes, however, are heav- 
ier than many people suppose. Data 
presented by the American Automobile 
Association in the federal hearings on 
the 1932 revenue bill, if taken at their 
face value, show a continual rise in the 
total taxation of gasoline and motor 
vehicles from $233,900,912 in 1922 to 
$1,025,779,876 in 1931. The tax burden 
in 1931 consisted of $536,578,086 in 
gasoline taxes, $344,337,654 in registra- 
tion fees, and $144,864,136 in personal 
property taxes. The average tax per 
motor vehicle has increased from $19.11 
in 1922 to $39.74 in 1931. Total auto- 
mobile taxes in 1931 accounted for 
about 10% of total federal, state, and 
local taxes. It should be emphasized 
that these data refer to automobiles of 
all types, including the popular private 
passenger car, and that they fail to show 
the relations of taxation to taxable ca- 
pacity. 

The gasoline tax has had a remarkable 
history. Not known until recently, it 
was soon adopted in all the states, im a 
number of cities, and by the Federal 
Government. State tax rates range 
from 2 to 7 cents a gallon. The 1932 
federal tax is a cent a gallon and is to 
produce estimated annual revenues of 
$150,000,000. The history of the gaso- 
line tax has shown a constant tendency 
toward higher rates and revenue yield. 

While automobile transportation has 
been paying huge taxes, it has secured 

% See Senate Finance Committee, Hearings on H. R. 
10,236 (1932), pp. 1004-1017; and House Committee 
on Ways and Means, Hearings on H. R. 10,236, pp. 
751-919. 
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the services of public highways without 
the necessity of building and maintain- 
ing its own roadbeds. What it has cost 
the public to provide these roadbeds is 
unknown, for our highways have: been 
used by private and commercial vehicles 
without distinction. Total highway ex- 
penditures of all sorts amount to about 
two billion dollars annually, as com- 
pared with total automobile taxation of 
about one billion dollars. An extensive 
study of motor vehicle taxation by Pro- 
fessor J. W. Martin indicates that total 
expenditures for rural roads in 1929 were 
$1,444,669,000, which were covered by 
gasoline and motor vehicle taxes ac- 
counting for 53.9% of the total, federal 
aid amounting to 5.4%, and general taxes 
and bond issues equalling 40.7%. Of the 
$552,161,000 spent on highways in cities 
over 30,000 in population in 1927, $227,- 
513,000 was derived from special assess- 
ments, $25,792,000 from charges for 
highway privileges, and the remainder 
from bonds and general tax revenues. 
Highway bonds are frequently paid off 
with revenues from the gasoline tax and 
motor vehicle taxation. While these 
estimates are more or less rough, they 
are of some value in considering the 
problems of automobile competition.” 
Automobile taxes are increasing stead- 
ily at a rate that promises, unless it is 


% J. W. Martin, reporting for the Committee on Taxa- 
tion of Motor Transportation, 1930 Proceedings, Na- 
tional Tax Association, pp. 135-67. 

27 Commissioner Eastman of the I. C. C. has wisely 
refrained from expressing a final conclusion on the prob- 
lem. (J. B. Eastman, “Transportation by Rail and 
Otherwise”, 22 American Economic Review, Supplement 
254 (1932). ) Attorney-Examiner Flynn of the I. C. C. 
likewise finds that it is as yet impossible to ascertain 
the facts of the situation. (Leo J. Flynn, proposed re- 
port to the I. C. C. on Docket No. 23,400.) A study by 
T. H. MacDonald of conditions in Connecticut leads 
him to the conclusion that commercial motor vehicles 
are paying more for highway service in that State than 
the railroads do for roadbeds, and that these vehicles 
are not subsidized to the detriment of other common 
carriers. (T.H. MacDonald, “Commercial Vehicles on 
Free Highways”, 1 Yournal of Land & Public Utility 


checked; to remove much or all of the 
advantage commercial motor vehicles 
may enjoy as a result of a favorable tax 
position. The manufacturers’ sales taxes 
in the 1932 federal revenue law, amount- 
ing to 3% on: passenger automobiles, 
2% on trucks, 2% on parts and acces- 
sories, $.0225 a pound on tires, and $.04 
a pound on tubes, will yield an esti- 
mated sum of $75,000,000 annually, 
thus placing further tax charges on auto- 
mobile transportation. However, the 
trend toward heavier gasoline and auto- 
mobile taxes is being resisted bitterly by 
motorists, commercial carriers, gasoline 
distributors and _ refiners, automobile 
manufacturers, and other interests. - In 
spite of much argument to the contrary, 
it seems just as logical to tax the auto- 
mobile industry for general revenue pur- 
poses as it does to tax tobacco, real 
estate, stocks and bonds, and numerous 
other objects. However, until the auto- 
mobile industry is taxed approximately 
to the limit where its taxes tend to equal 
its full share of the costs of road con- 
struction and maintenance, it seems rea- 
sonable that these taxes should not be 
diverted from road funds. 
Unfortunately, the data at hand con- 
cerning the relative tax burdens of rail- 
roads and automobile transport are in- 
complete and inconclusive.?” The lack 


Economics 385-97 (1925).) An examination of automo- 
bile taxation and highway costs in Minnesota by Pro- 
fessor Roy G. Blakey indicates that the costs of the 
state trunk highway system are being met by charges 
on motor vehicles, but that 87% of the cost of mainte- 
nance of the local highway system is being paid out of 
property taxes. A comparison of railroad and other 
property taxation in that State showed that the 4% tax 
on the gross earnings of railroads would have to be 
raised to 5.74% in order to place the railroads on an 
equality with other property. (Roy G. Blakey, Taxation 
in Minnesota (Minneapolis: University of Minnesota 
Press, 1932), chaps. 11 and 13.) The National Associa- 
tion of Motor Bus Operators has presented figures pur- 
porting to show that in 1930 the common carrier motor 
bus paid 7.2% of its gross receipts in taxes, as compared 
with 4.5% paid by all other public utilities, and 8.9% 
(Footnote 27 continued on page 85) 
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of scientific. studies: emphasizes the im- 
mediate necessity for a probing of the 
situation by such agencies as the Inter- 
state: Commerce Commission, and that 
body has already recommended such an 
investigation to Congress.?* Some of the 
states are already: conducting: investi- 
gations or are planning them.. The 
whole: situation is gravely complicated 
by-the use of the highways by automo- 
biles for- personal and business use and 
the present uncertainty concerning the 
proper share of taxes. for each use. 

-It is extremely difficult to compare the 
relative tax burdens of the railroads on 
the one hand, and of commercial auto- 
mobiles on the other. Some automo- 
biles are used for private business and 
some are used partly for business and 
partly for pleasure. The taxation of rail- 
roads. and automobiles might be com- 
pared with reference to gross earnings, 
net earnings, property investments, the 
costs of building and maintaining road- 
beds, etc. No one base is adequate. 
The tax burdens of the agencies of 
transportation might also be compared 
with the tax burdens of other property 
or business enterprise. The complaint 
of the railroads that they are excessively 
taxed is also voiced by real estate inter- 
ests the country over. The tax charges 
levied on the railroads are probably not 
unfair, generally speaking, as compared 
with tax charges on other property. 

“There is no agreement among the 
states, unfortunately, concerning the 
proper relation of automobile taxation 





(Footnote 27 continued from page 84) 
of its property investment, as compared with 1.5% paid 
by the railroads. (House Committee on Ways and 
Means, op. cit., pp. 799-800.) The American Motorists’ 
Association offers data to show that in 1931 the regis- 
tered motor vehicles of the country paid taxes amount- 
ing to approximately 19% of their value. (Senate Fi- 
nance Committee, op. cit., p. 1002.) Professor Stuart 
Daggett suggests that motor vehicles may be ade- 
quately taxed for the most part-and outlines a plan of 
study for the problem. (Stuart Daggett, “Our Chang- 


and highway costs, yet the relationship 
is of great importance in the taxation of 
the automobile as compared with the 
taxation of the railroad. Three groups, 
at least, share in the costs and benefits of 
the highways: users of the highways, 
property owners whose property either 
increases or decreases in value because of 
the highways, and the public. It. is 
still to be decided what part of the total 
highway costs. each group must bear. 
It would seem to be logical that use of 
the highways for business purposes, at 
least, should be met fully by taxation 
against motor vehicles used for business. 
This taxation should cover the additional 
costs involved in building and maintain- 
ing highways for business uses. The 
measurement of such costs, obviously, is 
a very complicated and. difficult prob- 
lem. It would probably necessitate a 
classification of motor vehicles using the 
highways, as well as a classification of 
highways according to the uses made of 
them. It also involves determination 
of the proper weight to be given each 
factor of importance in automobile taxa- 
tion, such as the amount of gasoline 
consumed, weight of the vehicle, the 
mileage it covers, etc. 

The first requisite in handling the 
railroad and automobile tax situation is 
a clear cut statement of fundamental 
policy. Assuming the railroads and 
other transportation agencies to be both 
necessary and largely supplementary, tax 
burdens should be equitably distributed 


ing Transportation System”, 22 American Economic 
Review, Supplement 264-5. (1932). (Professor M. H. 
Hunter would employ taxation to equalize competition 
between the railroads and motor vehicles, and believes 
such a policy would justify a very material increase in 
automobile taxation. (M. H. Hunter, Report on Taxa- 
tion of Motor Vehicle Transportation, 1929 Proceedings, 
National Tax Association, pp. 474-85.) All these 
conclusions indicate an embarrassing lack of facts as a 
basis for dealing with the problems involved and show 
the general disagreement that now exists. 


7,C.C., 45th Annual Report, 1931, p. 120. - 
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without altering the economic basis of 
competition. Neither the railroad nor 
the automobile should be subsidized to 
the disadvantage of the other. It must 
be admitted that present taxes are col- 
lected without full information concern- 
in the comparative tax charges of these 
two agencies, the effects of such taxa- 
tion, and the definite principles that 
should be followed. Until basic tax 
policies are clearly worked out and tax 
systems are revised according to those 
policies, the uniform and equitable taxa- 
tion of the railroad and the automobile is 
purely a matter of chance. 


The Incidence of Railroad Taxes 


A general principle in the rate-making 
practices of the Interstate Commerce 
Commission and state public utilities 
commissions appears to treat taxes as a 
cost of railroading. If regulating com- 
missions adjust rates to cover taxes, 
then there is a tendency for taxes to be 
shifted to the public using the railroads. 
As a long-run proposition, costs of rail- 
road operation, including taxes, must 
be included in earnings, or the railroads 
will have to be abandoned or taken over 
by the government. If regulating com- 
missions fix rates so low as to prohibit 
the shifting of taxes, earnings decline 
and investors are encouraged to with- 
draw their funds and invest them where 
the returns are higher, or new funds 
are diverted to other industries. If we 
accept the premise that railroad facilities 
are necessary, in a given case, then rates 
must be sufficiently high to permit a 
return on investment which will com- 
pare favorably with returns in other 
fields. 

It is a commonly accepted principle in 
taxation that a corporation net income 





29 258 U.S. 388 (1921). 
39 262 U. S. 625 (1923). 
31 For a discussion of these decisions, see National 


tax cannot be shifted, as a general 
proposition, but there may be good rea- 
sons for drawing a different conclusion 
with reference to railroads. Charges to 
the account of railway tax accruals are 
deducted from operating revenues by 
the Interstate Commerce Commission 
before arriving at operating income. 
Income and other taxes are charged to 
that account if they relate to railway 
operations, privileges, and property. In 
decisions handed down by the Supreme 
Court on the Galveston Electric Com- 
pany”® and the Georgia Railway and 
Power Company® the principle was 
enunciated that the federal corporation 
income tax must be allowed as an operat- 
ing expense and be deducted from gross 
income; but the fact that shareholders 
of taxed corporations do not pay the 
normal tax on dividends received should 
be considered in setting reasonable rates 
of return.*! The effect of this inter- 
pretation appears to be that a major 
part of the federal corporation income 
tax may be shifted. 

According to a recent study of the 
National Industrial Conference Board, 
these cases did not determine whether 
regulating commissions may set rates 
permitting public service corporations 
to shift this tax. In practice, wide dis- 
cretion is allowed by the courts in estab- 
lishing rates that may or may not per- 
mit tax shifting.” The valuation of rail- 
roads for rate-making allows an oppor- 
tunity to set rates that will sanction a 
return on the investment comparable to 
returns in other industries. The follow- 
ing statement of policy of the Interstate 
Commerce Commission in 1922 is of 
interest here: 


_ “In our view railroad corporations should, 
like other corporations, pay their federal 





Industrial Conference Board, Shifting and Effects of 
Federal Corporation Income Tax, 1930, vol. II, p. 78. 


® Tbid, p. 79. 
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income taxes out of their income, rather than 
collect it, in effect, from the public in the 
form of transportation charges adjusted to 
enable it to retain the designated fair return 
over and above the tax. We may observe 
that a fair return of 5.7 § per cent, represent- 
ing an aggregate annual net railway operat- 
es arrived at after deducting, among 
other things, the federal income tax on a 
return of 6 per cent, would be approximately 
the equivalent of a fair return of 6 per cent, 
out of which the federal income tax was 
payable.”* 


If it may be assumed, for the sake of 
this discussion, that government rate 
regulation intends that taxes shall be 
shifted, along with other costs, to the 
users of railroad service, it is still a 
question if taxes can be shifted. Gov- 
ernments may set rates, but neither 
governmental agencies nor the railroads 
can force the public to patronize the 
railroads when other alternatives are 
available. As long as shippers may hire 
automobile trucks, farmers may let 
their produce stand, and consumers may 
refuse to buy transported goods, the 
railroads are more or less at the mercy 
of their public. 


Railroading, as everyone knows, is an 
industry of heavy fixed costs, and rates 
not covering unit costs of operation may 
yield larger revenues than higher rates. 
To remain in business, the railroads must 
move passengers and freight, and rates 
that invite traffic, as a temporary propo- 
sition at least, may not be high enough 
to permit shifting taxes and all other 
costs. A small loss is preferable to a 
large loss. The shifting of railroad taxes 
depends upon the possibility of reinvest- 
ing capital and labor, the demand for 
transportation service, the rates of com- 
peting agencies, general business condi- 
tions, governmental rate policies, etc. 
As in other industries, taxes may be 





31.C. C., Reduced Rates, 68 I. C. C. 683 (1922). 


shifted more easily during prosperity 
than during depression, when many 
commodities and services can be sold 
only at prices below cost. 


Railroading is not a freely competitive 
industry where rates fluctuate with 
changing supply and demand conditions, 
but the full shifting of taxes depends 
upon the adjustment of prices to cover 
costs. Rates, once they are fixed, tend 
to remain at that level, in spite of pro- 
tests against such a policy. Taxes, 
however, may change in the meantime. 
Obviously, rising taxes cannot be shifted 
unless railroad rates rise accordingly. 
When taxes prove to be excessive, they 
may theoretically be lowered by legis- 
lative or administrative bodies by re- 
ducing tax rates, property valuations, 
etc. But here again such changes work 
out slowly and prevent perfect tax 
shifting. If a railroad is in the unfor- 
tunate situation of being unnecessary in 
a given area, it represents a sunk invest- 
ment, and it cannot hope to collect taxes 
and other costs from the public. It may 
be the intention of rate-making com- 
missions to allow tax shifting in the 
long run, but there are many obstacles to 
the process in the short run. The prac- 
tical conclusion we are forced to draw is 
that, while taxes on railroads tend to be 
shifted, there are many important ex- 
ceptions to the general tendency, and 
taxes cannot be fully shifted in every 
case. 


Reforms in Railroad Taxation 


Reforms in railroad taxation have 
been effected only slowly through the 
years. As H. C. Adams said 30 years 
ago, we may say today, “No one who 
has familiarized himself with the situa- 
tion can avoid the conclusion that re- 
form in railroad taxation lies in the direc- 
tion of the substitution of simplicity for 
complexity, of an harmonious system of 
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législation. for ‘conflicting laws.”’*4 To- 
day, as during the past 40 or 50 years, 
there exists a need for greater uniformity 
in order to remove inequalities of assess- 
ment, equalization, apportionment, and 
administration. 

. Reforms in railroad taxation should be 
worked out on the policy of attaining 
more efficient administration and of 
realizing a more perfect equality of tax 
burdens with respect to the railroads 
and their competitors. Automobile tax- 
ation is still in the experimental stage, 
and until more definite steps are taken 
toward dealing with its problems, the 
burdens of taxation on the automobile 
and the railroad cannot be distributed 
with comparative equity. Automobile 
competition, taxation, and subsidization 
should be carefully studied by expert 
and unbiased boards both to formulate 
fundamental policies and to obtain the 
facts of the situation. The basic con- 
ditions of transportation should not be 
interfered with by taxation, and, in so 
far as this is possible, taxes should’ be 
imposed upon the railroads and the 
automobile without altering the basis of 
competition. 

With changing economic conditions, 
involving swings from prosperity to de- 
pression, frequent adjustments should 
be made in railroad property valuations 
in order that property and other taxes 
should be collected with reference to real 
and not ficticious values. The procedure 
of assessment, equalization, and appor- 
tionment should be in the hands of ex- 
* pert state commissions instead of being 
turned over to ex-officio boards or local 
officials, with all. their weaknesses. It 
would probably be wise to place more 





*1.C.C., Railways in the United States in 1902, part 
v, State Taxation of Railways, p. 9. Also see A. E. 
Holcomb, “‘The Assessment of Public Service Corpora- 
tions”, 1911 Proceedings, National Tax Association 
149-92. 


emphasis on net earnings as a tax base, 
with the hope of securing a more ac- 
curate measure of taxable capacity. In 
the event that the recapture clause of the 
Transportation Act of 1920 is abolished, 
additional argument will be advanced 
for net income taxation, for then the 
stronger railroads will enjoy their full 
net earnings; the net earnings of each 
railroad will indicate the taxes it can pay. 

The complications involved in railroad 
taxation may eventually force the coun- 
try to consider the feasibility of rela- 
tively uniform federal taxation to paral- 
lel federal regulation of interstate rail- 
road and motor vehicle transportaion. 
All transportation taxes might be col- 
lected by the Federal Government on 
the basis of net income and be rfedis- 
tributed to the states according to the 
proportion of the earnings enjoyed with- 
in each state in combination with other 
factors of importance. It would be 
very difficult to determine a satisfactory 
basis of allocating tax collection to the 
states and to meet all the objections that 
would be raised to such policy. The 
Federal Government could probably 
handle the problems of assessment more 
effectively than the states, but it is 
questionable if it could deal as satis- 
factorily with the problems of equaliza- 
tion and apportionment. There are 
some thoughtful students of taxation 
who see important advantages in federal 
taxation of certain revenue sources, with 
a subsequent distribution of tax collec- 
tions among the various states. How- 
ever, such reforms in railroad taxation 
as are imminent will necessarily be 
worked out among the states, for their 
taxing powers are in no immediate dan- 


ger of being withdrawn.* 


%Cf. S. T. Howe, “The Central Control of the Val- 
uation of Taxable Subjects”, 58 Annals of the Amer- 
ican Academy 119; and Jensen, op. cit,, p. 416. 











Summaries of Research ns 
The Behavior of Utility Prices 


has of late become increasingly a 
matter of public interest and of 
concern to companies and commissions. 
Business depression with its attending 
unemployment, wage reductions, de- 
creased budgets for consumption, de- 
creased profits, and decreased prices for 
products sold, has awakened in many 
sections of the country rather insistent 
demands on the part of consumers for 
reductions in the price of public utility 
services. The well recognized and now 
clearly illustrated stability of utility 
rates in the face of quite general, rapid, 
and significant reductions in other prices 
has added fuel to the argument. Like- 
wise, the relatively good earnings record 
established by public utility companies, 
particularly in the early part of the de- 
pression, has been in decided contrast 
to the records of railroads and most in- 
dustrial companies. This record, while 
a matter of pride to the companies in 
their financial publicity, has, neverthe- 
less, stimulated the demand that the 
utility companies should be forced to 
share a greater part of the current bur- 
den in view of the monopolistic character 
of their services in a considerable part 
of their present market. 
The development of guiding principles 
for settling so complex a regulatory- 
financial problem involves the broadest 


FR tcitae of public utility rates 


1 Sources: Index of wholesale prices (monthly); cost 
of living (June-December), domestic electric sales (June- 
December), domestic manufactured gas sales (June- 
December)—all from the United States Department of 
Labor, Bureau of Labor Statistics; index of street rail- 
way fares (average of monthly indexes), from Transit 
Journal, computed by Mr. Albert S. Richey; index of 
telephone revenue per call, compiled by Professor 
James C. Bonbright. 


survey of long-run economic, financial, 
and regulatory principles, and is not 
attempted in this short note. In the 
current discussion of rate reductions oné 
question seems important to a clearer 
appreciation of the problem: How great 
is the disparity between the movements 
of utility and other prices? In other 
words, how significant has been the de- 
cline in general prices and how inflexible 
have utility rates remained? This sum- 
mary presents some materia! bearing 
upon this question. 

Charts I and II present index numbers 
of prices of domestic electricity, do- 
mestic manufactured gas, telephone serv- 
ice, and street railway transportation. 
These indexes of the prices of utility 
services are compared with the index 
numbers of two other price series: the 
index number of wholesale commodity 
prices and the index number of the cost 
of living.! The index of wholesale prices 
was selected as representative of price 
movements which are very susceptible 
to price-determining factors, and, con- 
sequently, this index moves sooner and 
more widely than prices of other classes 
of commodities, such as retail goods. 
The consumer of utility service is inter- 
ested in knowing how much cost of 
living in general has declined relative 
to utility rates. To answer this question 
the index of cost of living is included. 


The price series used are not free from objection as to 
their accuracy and representative character, since in 
many cases the price series are based on certain assump- 
tions, such as average consumption or size of house in 
the case of electricity and average number of calls in 
the case of telephone service. But, if such inaccuracies 
are recognized, the series may be safely used for the 
discovery of trends or movements, which is the Purpose 
of this discussion. 
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Chart I shows a comparison of these 
index numbers with the pre-war year 
1913 as the base (100). In general, for 
wholesale commodity prices and the 
cost of living, three major price move- 
ments are indicated. The first is the 
period of great price increases and de- 
clines during the war and post-war years. 





CHART 1 


INDEX NUMBERS OF WHOLESALE COMMODITY PRICES, 
COST OF LIVING, AND COST OF UTILITY SERVICES* 
1913 = 100 














*The data upon which these curves are based are not 
strictly comparable. Wholesale commodity prices and 
street railway fares are represented by an average of 
monthl detae a of living, -* electric sales, and 
d ic manufactured gas eales by D December figures; and 
telephone revenues by oul 


The great increase in wholesale com- 
modity prices and cost of living occurred 
roughly from 1916 through 1920. Thus 
wholesale prices during 1920 averaged 
2.2 times what they were in 1913 and 
cost of living was about double the 
earlier figure. The rapid post-war de- 
cline occurred in 1921, and was much 
more significant in wholesale prices than 
in cost of living. The second period 
from 1922 to 1929 is the interval of 
relative price stability. Little union 
change in either wholesale prices or cost 
of living occurred during this time. The 
third period is the period of declining 
prices characteristic of the last three 
years, a decline which in June, 1932 
brought wholesale prices almost 10% be- 
low their 1913 level. 

During this entire period the prices of 


utility services have diverged consider- 
ably in movement from these two bases. 
For example, in 1920 when wholesale 
commodity prices averaged 2.2 times 
1913 prices and cost of living about 2 
times, domestic electric prices were 5% 
under the 1913 level, gas rates were 15% 
higher, street railway fares 37% above, 
and telephone revenue per call about 
53% above the 1913 basis. Again in 
1921, while wholesale prices and cost of 
living were falling sharply, electric rates 
remained constant, while all other in- 
dexes of utility prices increased. In the 
second period, during which little change 
occurred in wholesale prices or cost of 
living, the indexes of electricity and gas 
prices declined, while those of street 
railway fares and telephone revenues 
per call increased. The diversity in price 


-movement is illustrated anew in the last 


three years. 


In order to have a better picture of the 
extent of price distortion during the 
recent period, the index numbers have 
been recomputed, using as a base the 
figures for the year 1926 as 100. The 
indexes upon this new base are presented 
on Chart II. This chart shows that, 
relative to 1926, electric railway fares 





fenaar 


{INDEX NUMBERS OF WHOLESALE COMMODITY. PRICES, COST OF 


LIVING, AND COST OF UTILITY SERVICES® 
1926 














*As in Chart I the data for these curves are not strictly 
comparable. lesale commodity prices are monthly 
pe cost of living, domestic electric sales, and domestic 

ufactured gas sales are as of June and December; 
pre railway fares are 12-months’ averages; and telephone 
revenues are annual figures. 
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SUMMARIES OF RESEARCH gI 


have increased, telephone revenue per 
call has increased, gas has declined 
slightly, electricity has declined more 
significantly, cost of living has decreased 
still more, and wholesale prices have 
shown the greatest decline. The extent 
of the decline (using 1926 as 100) is 
shown in Table I. 


Taste lI. PeErcentaces oF DECREASE IN INDEXES 














or PRICEs. 
Class of Percentage Date of 
Commodity Decrease* Price Used 

Street railway fares............ (7.0 11 months, 1932 
Telephone revenue per call...... G ” Sy Year 1931 ee 
Domestic —— -. yey 6.1 June, 1932 
Domestic electricity. . os 9.7 December, 1931 
Cost of living................. 22.5 June, 1 
Wholesale po. aE prices....| 26.1 Sevuber, 1932 











*Parentheses indicate increases. 


Summary and Conclusions 


1. Failure of utility prices to conform 
to general price movements is not char- 
acteristic of the present depression alone, 
but has been true for the last 20 years at 
least, and also for almost every major 
price movement within that period. In 
some cases utility prices have moved 
counter to the general trend; in other 
cases they have followed the general 
movement but neither as rapidly nor as 
significantly. 

2. There is considerable difference 
between the movements of the index 
numbers of prices in the various public 
utility industries. Generalization on the 
movement of utility rates is therefore 
dangerous and should be qualified. 

3. Index numbers are peculiarly sus- 
ceptible to statistical variation, not to 
say statistical abuse. The indexes used, 
except for street railway fares and tele- 
phone rates, are Bureau of Labor Sta- 
tistics figures. These index numbers 
may differ from those presented by other 


analysts because of differences in the 
cities selected as the basis of test, the 
consumption or the rate schedule used, 
the method of weighting, the base year, 
etc. 

4. Whether utility rates, in general, or 
data for a particular industry, are too 
high is not ascertainable by an analysis 
such as this alone, for the relative posi- 
tion of the index of utility prices com- 
pared with other prices depends very 
largely upon the year selected as a basis 
for comparison. For example, on the 
basis of 1913 figures electric prices 
showed a considerably greater decline 
(through 1931) than did wholesale com- 
modity prices. But, if 1926 be selected 
as a base, then wholesale commodity 
prices have declined much more sig- 
nificantly. What period represents a 
“normal” relationship between utility 
and other prices must be determined by 
extensive analysis of conditions in the 
industries. 

5. An industry may show an increase 
in prices and yet not, perhaps, justify a 
rate reduction. The street railways may 
be cited as an example. Nor are price 
comparisons alone, assuming statistical 
accuracy and comparability, the test of 
reasonableness. The characteristics of 
the industry, its financial condition, past 
regulatory principles and results are 
other factors to be considered. 

6. Distortion of utility prices relative 
to other prices is significant at the pres- 
ent time. The amount and prevalence 
of this distortion suggests the desira- 
bility of greater attention than has been 
given to date to the question of whether, 
in the light of all factors, the continuance 
of such distortion is in the public interest. 

Roy L. RErErson 











Comments on Legislation and 
Court Decisions 


Further Discussion of the Los Angeles Gas and Electric Case 


N the Fournal of Land & Public 
Utility Economics, August, 1932, 
there appeared an article entitled, 

“A Federal Court Speaks on Valuation 
and Rate of Return,” by Joseph C. 
Swidler.! This discussion dealt with a 
decision of the California Railroad Com- 
mission in Re Los Angeles Gas and Elec- 
tric Corporation? and the subsequent 
decision of the district court on appeal 
by the Company from the Commission’s 
findings. In his analysis the writer said: 


“The meaning of this [quoted] passage is 
not perfectly clear on its face. One possible 
construction is that the cost of money is a 
proper consideration in fixing the rate of 
return only when the fair value or reproduc- 
tion cost rate-base is used, and not when the 
base is investment cost. This construction is 
belied by the Commission’s record in other 
cases where an investment cost base was used, 
and changing money costs were given great 
weight in fixing the return.’ 


This quotation seems to indicate that 
the writer believes that the California 
Commission, in fixing the fair rate of 
return, has given very careful considera- 
tion to the costs of raising capital, and 
presumably, therefore, to the financial 
structure of the utility in question. As 
a matter of fact, this does not seem to 
have been the case, and one of the criti- 
cisms that can be leveled against the 
regulatory policy of the California Rail- 
road Commission is that it has failed to 





1Vol. viii, pp. 323-7 (August, 1932). 

235 Cal. R. C. R. 443 (1930). 

8 Swidler, op. cit., at 326; italics mine. Cases cited: 
California Farm Bureau Fed. v. San Foaquin L. &. P. 
Corp., 36 Cal. R. C. R. 141, 146 (1931), and In re 
Southern California Gas Co., 32 Cal. R. C. R. 379, 386 
(1928). 


correlate the return with financial re- 
quirements.‘ “Asa matter of fact, it has 
been more concerned with setting a 
rather definite per centum return than in 
ascertaining the revenue requirements. 
Moreover, the per centum return has 
become largely a matter of precedent and 
today cases of fifteen years ago are cited 
as authority for fixing a certain rate. 
It is true that no definite rate applies to 
all utilities and some attention is paid 
to average cost of money for a given con- 
cern, but, except where unusual con- 
ditions prevail, seven to eight per cent 
is considered reasonable. Furthermore, 
these percentages have come to receive 
the sanction of being more or less abso- 
lutely fair.’ 

Finally, the cases cited do not seem to 
lend support to the contention that 
changing money costs are given great 
weight by the authorities. In Re 
Southern California Gas Co., et al,® the 
following remarks constitute the only 
analysis to be found in the opinion rela- 
tive to the rate of return: 


“Tt is apparent that a return of 8.33 per 
cent is excessive. 

“In view of the marked decline in the cost 
of money to large utilities during the past 
few years, this Commission has held, in a 
number of instances, that a return of 7% per 
cent upon capital invested is reasonable for 
the larger utilities operating in California. 
This particular utility being a distributing 
agent, and incurring no exceptional hazard, 





4See Re Coast Counties Gas and Electric Company, 
24 Cal. R. C. R. 69, 75 (1923). 

5 Pegrum, D. F., Rate Theories and the California 
Railroad Commission (Berkeley: University of Cali- 
fornia Press, 1932), p. 144. 

6 32 Cal. R. C. R. 379, 386 (1928). 
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we can find no justification for granting a 
return in excess of 744 per cent, and, there- 
fore, conclude that such a return is rea- 
sonable.’”’” 


In California Farm Bureau Federa- 
tion v. San Foaquin Light and Power 
Corporation,’ the problem of rates, and 
therefore of the revenues of the Com- 
pany, was particularly acute because of 
the distress of the agricultural regions 
and towns served by this utility. Con- 
sequently, the Commission regarded 
this hearing as of an emergency nature, 
and the solution adopted was designed to 
meet the emergency. “Indeed, the dis- 
tress conditions of the San Joaquin 
Valley as portrayed at the hearings is 
[sic] such as to impel that measure of 
expeditious and helpful action here as 
may be had, consistent with the rights 
of the two companies affected.’”® 

The Company argued for a rate of 
return from 8 to 8%%. The Commis- 
sion considered this an excessive return 
in the light of economic conditions and 
also in view of the fact that the Com- 
pany’s bonds were selling on a yield basis 
of less than 5%, and the preferred stock 
about 6%. Consequently, the Commis- 
sion set the return at $5,130,000, al- 
though it did not state what per centum 
return this amounted to, nor did it state 
what the exact rate-base was. Ap- 
parently, however, the return was about 
7%%. As an explanation of the ade 





7 The above remarks applied to the Los Angeles Gas 
and Electric Corporation only. 

8 Supra, n. 3. 

9 Tbid., at 144. 

10For other cases in which rates were adjusted to 
meet economic conditions see: Re Citrus Belt Gas Co., 
14 Cal. R. C. R. 141 (1917); Pacific Grove o. Coast Valley 


quacy of this return the Commission 
then proceeded to point out that there 
would be revenue sufficient to cover all 
fixed financial requirements and at least 
11% on any common stock money in- 
vested in the properties as well. It is 
important to note, however, that the 
remarks were submitted as demon- 
stration of the fact that the return 
allowed was adequate and not as a means 
of calculating the revenue requirements. 
Finally, it should be noted that the 
rates granted were emergency ones and 
therefore the considerations given to the 
various elements in the case cannot be 
taken as reflecting the established policy 
of the Commission, or as establishing a 
new policy.!° That the Commission 
regarded the situation as an emergency 
is indicated by the following quotation: 
“Such an interim reduction of rates is one 
to which the companies should have no just 
or legal ground for complaint and, while per- 
haps representing the maximum which this 
Commission is justified in ordering under the 
record here made, might well, as a matter of 
company policy be increased in view of the 
distressed condition of the companies’ terri- 
tory and consumers, for the utilities may, of 
course, do voluntarily that which the Com- 
mission may not order them to do.” 


The weight of evidence regarding the 
policy of fixing the fair return in Cali- 
fornia justifies the conclusion then, that 
practically no consideration is given to 
the financing of the particular utility 
involved. D. F. Pecrum 
Gas & Electric Co., 14 Cal. R. C. R. 460 (1917); Re San 
Joaquin L. & P. Corp., 17 Cal. R. C. R. 940 (1920); Re 
Southern California Edison Co., 25 Cal. R. C R. 461 


(1924) and 25 Cal. R. C. R. 475 (1924). 
1 California Farm Bureau Fed. 0. San Foaquin L. & 


P. Corp., supra, n. 3 at 147. 





Mr. Swidler’s Reply 


tinguish between two separate 
factors in fixing the rate of return: 


PP ogia b Pegrum does not dis- 


(1) the cost of money and financial re- 
quirements of a given utility and (2) 
changes in the cost of money generally. 
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The weights to be given to the financial 
requirements of a utility and to changes 
in money costs generally are separate 
problems involving different consider- 
ations. Thus, it may be that the cost 
of money to a particular utility will in- 
crease, although during the same period 
the cost of money generally declines. It 
was not my intention, in the passage 
which Professor Pegrum criticizes, to 
discuss the attitude of the California 
Railroad Commission on the first factor, 
the weight to be accorded the financial 
requirements of particular utilities, but 
rather its position with regard to the 
effect of general changes in the cost of 
money on rate of return. I was particu- 
larly interested in determining whether 
the Commission considered changes in 
money costs to be related to rate of re- 
turn in the same way that changes in 
commodity costs were related to repro- 
duction-cost valuations, so that the rate 
of return would fluctuate with changes in 
the cost of money whether or not re- 
flected in the companies’ actual capital- 
ization, just as reproduction costs fluc- 
tuate with changes in commodity costs 
regardless of actual investment. 


I cannot agree that the cases fail to 
support my conclusion on the problem 
to which I addressed myself. The pas- 
sage which Professor Pegrum quotes 
from the Southern California Gas case 
seems to me to show clearly that the 
Commission gave great weight to chang- 
ing money costs. A reading of California 
Farm Bureau Federation v. San Foaquin 
Light &@ Power Corporation! shows that 
here too the Commission gave serious 


136 Cal. R. C. R. 141 (1931). 

2 Indiana General Service Company v. McCardle, 
U.S. P. C. (Ind.), July 19, 1932. 

3 The Massachusetts Department of Public Utilities 
is, I believe, the only exception. The traditional Massa- 
chusetts method of stating the return in terms of “‘ap- 
proved capital liabilities” has never been judicially 
approved. 


consideration to such costs, as well as 
to the actual financing and requirements 
of the utility. The fact that the Com- 
mission’s discussion of this factor took 
the form of a justification of its ruling 
(made in the same case) does not vitiate 
its force; a great deal of authoritative 
judicial precedent takes this form. I 
do not think it follows that, because the 
Commission did not base its decision 
explicitly on this factor, which was dis- 
cussed at length, changing costs of 
money did not affect the result. Nor 
does the fact that the rates fixed were 
emergency ones mean that the Commis- 
sion’s rulings in the case reflect its estab- 
lished policy less than do its rulings in 
other cases. Even emergency rates 
must yield a fair return,” and the cost of 
money would hardly seem to affect the 
fairness of the return less in emergency 
than in other rate cases. 


So far as the second problem is con- 
cerned, I am likewise unable to agree 
that the financial requirements of utili- 
ties have been totally disregarded by the 
Commission in rate-making. Of course, 
the Commission has fixed returns in 
terms of flat percentages of the rate- 
base, but so has very nearly every other 
commission in the country. Indeed, it 
may be that this is the only constitu- 
tional standard, and in view of the 
doubtful validity of fixing rates by refer- 
ence to any other, a flat over-all per- 
centage return can certainly of itself 
carry no implication that financial re- 
quirements were not considered in fixing 
the return. The Farm Bureau case, dis- 


4In re Southern Cal. Edison Company, No. 12718 
(1923), 23 Cal. R. C. R. 981, 1009; In Re San Joaquin 
Light & Power Co., No. 10348 (1922), 21 Cal. R. C. R. 
545, 572; Hopper vo. Lassen Electric Company, No. 
25114 (1932), 37 Cal. R. C. R. 830, 836, 837. In the 
Hopper case the Commission refused to give. any con- 
sideration to a hypothetical capital structure, and in- 
sisted on basing its return on actual financial require- 


(Footnote 4 continued on page 95) 
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cussed by Professor Pegrum, as’ well as 
other cases,‘ shows that the Commission 
has not ignored this factor, but it may 





(Footnote 4 continued from page 94) 
ments. It said that the use “of fanciful financial as- 
sumptions, entirely divorced from actualities, cannot 
form the basis of a sound conclusion with respect to 


very well be that it has not been given 


sufficient weight in every case. 
Josepu C, SwIpDLER 





reasonable rate of return.” See also the later opinion 
of the Commission in California Farm Bureau Fed. v. 
San Joaquin Light & Power Corp., No. 24809 (1932), 
37 Cal. R. C. R. 530. 





In Defense of George B. Ford’s Building Height, 
Bulk and Form 


Graham Aldis of the posthumous 

book of Mr. George B. Ford, 
Building Height, Bulk and Form’ brings 
up several points of interest which could 
be discussed further. 

Mr. Aldis, in questioning why Mr. 
Ford did not hint that speculative pro- 
jects were based on unsound financing 
and valuations, seems to have over- 
looked the fact that the data upon which 
Mr. Ford’s report was framed were col- 
lected on a confidential basis and a 
pledge made that no building would be 
mentioned by name or indicated by 
publication of any readily distinguished 
characteristics. Consideration of this 
alone would have restrained Mr. Ford 
from any specific indictments had he 
been so minded. However, Mr. Ford did 
more than hint of inflation and unsound- 
ness. 

In this regard, on page 98 of Mr. 
Ford’s text, under the caption, “Land 
Value,” it is more than hinted that 
many land values in many places are 
inflated (1929), and further in discussion 
on page 24 of the same it is remarked, 
as an explanation of graph No. 8, that 
in the particular anonymous city in 


Ten review in the Fournal by Mr. 





_ 1 Vol. vim1, p. 331 (August, 1932). 

2 Depth of office space units refers here to the distance 
from. the window, or the wall at the window, to the 
corridor. When depth may be taken two ways, as, 
for instance, in a corner suite not yet partitioned, 
usually the depth is considered as the minimum distance 


question the total office space vacancy 
then existing (1929) substantially 
equalled the new office space constructed 
in the preceding five years. As an 
assistant to Mr. Ford in this study and 
one who worked on the manuscript 
after his death, I believe it in order to 
point out that Mr. Ford was well aware 
that all was not as it should have been 
in the building and construction indus- 
try. However, Mr. Ford had no inten- 
tion of assuming the role of an economic 
brother to Cassandra. 

Mr. Aldis points out the advisability 
of use of the so-called “efficiency ratios” 
—to wit, the relationship between vol- 
ume of building erected and the net 
rentable area developed therein. While 
it cannot be denied that the “efficiency 
ratio” is a valuable criterion, it is by 
no means the only one which should be 
set up and used as a test of good building 
planning. In my limited experience I 
have found that in many cases undue re- 
liance on the “efficiency ratio” is a com- 
plete illusion and a thing which can lead 
to error or at least loss of possible op- 
portunity in building planning. For 
instance, it is found that if the depths of 
the units? are increased in any given plan, 





axial with the direction of light entering the windows. 
In such cases, with light possibly coming in two or three 
ways, it would be improper to consider such a space as 
having the longest dimension as the depth, since it is 
always possible, and in fact usual, so to divide the unit 
that this longest dimension is or may be the width of 
two or more office units. 
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the amount of service areas (corridors, 
elevator hatches, etc.) is not greatly 
increased thereby. However, the amount 
of net rentable area (but not its quality 
or rental value) is increased by this pro- 
cess. The final result may often be that 
the cubical volume of the structure will 
not be increased proportionately with 
the amount of net rentable area de- 
veloped, and hence the type of plan 
outlined will show a higher “efficiency 
ratio” than the plan with the more 
shallow offices. 

Full analysis of the economic merit 
of the two types of plans discussed may 
frequently disclose that, although the 
total net rentable area is increased 
more rapidly than the building bulk or 
“cubage,” nevertheless (because of the 
lower average rental rates obtainable 
for deep and hence darker space)* the 
net resultant income, after all charges 
have been met, is not increased com- 
mensurate with the building costs and 
hence with the investment required. 
Along this line of reasoning it can be 
frequently concluded that a given type 
of plan, despite the fact that it may 
have an admirable “efficiency ratio,” 
may be advantageously discarded in 
favor of another plan with a lower 
“efficiency ratio” but which embodies 
the production and development of 
better quality, well lighted space, better 
adapted to the particular market for 
which the building is being designed.‘ 
It is possible in this way that a building 
may be designed with a smaller bulk or 
volume and that this building form can 
have greater possibilities of return on 
the investment. Lest this principle be 


*The relationship here is not necessarily direct. 
Especially in hand-to-mouth times like the present, 
peculiar conditions, such as a long lease, or special busi- 
ness advantages, may prevent average rental rates from 
varying directly with the depth of the space. The con- 
ditions which may cause such variations are numberless. 

‘A similar situation may obtain in the subdivision 


considered visionary, let it be stated 
that it has received the endorsement of 
practical men and, in fact, it is not only 
preached, but has already been prac- 
ticed to advantage in a number of cases. 

With these general principles in view, 
Mr. Ford prepared the isometric draw- 
ings of typical building “envelopes” on 
pages 164 to 179 of his text. These 
illustrate the general form of buildings 
which his studies led him to suggest as 
desirable, and building forms which 
might well be permitted under amended 
zoning regulations. In general, these 
forms redistribute building bulk, de- 
creasing the amount in the “base” or 
lower portions and conceding additional 
bulk in the “tower,” shaft, or upper por- 
tions of buildings. 

Mr. Aldis in his critique of Building 
Height, Bulk and Form brings up the 
question as to why the “efficiency ra- 
tios” possible under existing zoning or- 
dinances and under Mr. Ford’s suggested 
revisions for ordinances were not in- 
vestigated. In answer to this it can be 
pointed out that, if comparative test 
plans of buildings had been developed 
as Mr. Aldis suggests, it would have 
been necessary to have assumed some 
typical depth of unit (for offices, loft 
space, or apartments, and the like) and 
then to have developed conclusions on 
the relative merit of existing or proposed 
zoning ordinances. If it were assumed 
that “efficiency ratios” of the various 
plans were the only criterion to be 
studied, some conclusions could be 
established, but only for the particular 
unit depth or combinations of depths 
selected. As soon as these depths were 





field. If the lots in a given neighborhood are all about 
150 feet deep, there is no particular advantage in pro- 
viding lots 200 feet or more in depth. Such lots at 
s0-foot frontages will bring very little more in money 
if 200, than if 150, feet deep, and consequently the price 
per square foot will often be substantially lower for 
the deeper than for the shallower lots. 
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changed, the conclusions thus developed 
would no longer maintain. To have de- 
veloped a series of such studies would 
have been an almost endless task, even 
if only the various permutations and 
combinations usually met were in- 
vestigated and studied. However, for 
the reasons indicated previously, even 
such an exhaustive study would not have 
universal application. To have made a 
really complete study of the problem 
with consideration not only of various 
lot sizes, and various unit depths to 
meet exigencies of market conditions, 
but also with varying land values, 
building costs, rental rates, operating 
costs, taxes and tax rates, with various 
plans of financing and a great number of 
other factors pertinent to the problem 
and interrelated with each other, would 
have produced a myriad possible combi- 
nations beyond ready estimate. 
Indebtedness is due Mr. Aldis for his 
detection of an error in the tabulation 
on page 34 of Mr. Ford’s text, wherein 
various salient features of representative 
zoning ordinances are compared. It is 


unfortunate that the statement to the 
effect that “no towers were permitted” 
under the Chicago ordinance should have 
crept into this table and that his col- 
laborators did not detect this in the 
checking of the manuscript after Mr. 
Ford’s death and before publication. 
Perhaps this, and possibly other inad- 
vertent mistakes as yet undetected, can 
be overlooked and his study remembered 
as “‘a series of soundings,” to quote Mr. 
Ford’s own description, in a field as yet 
not very fully studied in an impartial 
manner, but a field which his objective 
and critical analysis has indicated as a 
fertile one for further investigations. 
Mr. Ford’s untimely death leaves this 
work to others, but there are many 
reasons to believe that, if such work is 
carried on and perfected, the very dia- 
metrically opposed points of view often 
existing between landowners and de- 
velopers, financiers, sociologists, city 
planners and zoning law enthusiasts may- 
be united on a more common ground of. 
understanding and cooperation. 

A. B. RanDALi. 


An Answer by Mr. Aldis 


of Professor Ford’s fine work nor 

unduly controversial about Mr. 
Randall’s thorough and scientific ap- 
proach to the whole problem. If so I 
seemed, mea culpa. 

Regarding inflated land valuations, 
speculative projects, and financing, Mr. 
Randall can cite a passage mentioning 
that the amount of vacant office space 
was increasing rapidly, both relatively 
and absolutely. But he does not cite the 
conclusion drawn, which is merely to the 
effect that “the best [space] is rented 
first, . . . light, exposure and outlook 
are ata premium.” It would have been 


| eg no wish to be unduly critical 


far more accurate at least to have put 
this conclusion the other way, viz., that 
any space but the best was rapidly be- 
coming marketable only at a discount. 
But any general economic deduction at 
this point would have been altogether 
inconsistent with the tenor of the dis- 
cussion (pages 94-5) on “Method of 
Financing”—Mr. Randall’s own work, 
by the way—wherein the bond issue is 
considered as the fundamental ‘method 
of financing” (in contrast to the older 
type insurance company loan); the 
“slightly greater risk of the larger issue” 
is mentioned; and such mortgages are 
described as “‘65% of the total appraisal” 
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without any hint that these “‘bond-issue 
appraisals” commonly and notoriously 
exceeded the actual purchase price of 
land and cost of building even on an 
inflated market. 

In taking fundamental objection to 
the authors’ whole treatment of the 
economic and financing aspect of the 
problem I am not merely luxuriating in 
hindsight. While it is well known that 
“leaders” in general business and finance 
from the highest down continued bullish 
into 1930, it is just as true that even 
before 1928 intelligent building managers 
everywhere were alive to and concerned 
with the dangers of speculative over- 
building. In the face of the general 
mania, of the advertising influence of 
the great bond houses, they could do 
little publicly, although by private 
suasion here and there occasional pro- 
jects were stopped. Moreover, the 
managers kept silence on the rather 
ostrich-like grounds that by raising the 
alarm they would advertise the surplus 
of space to their tenants. They can be 
criticized for lack of vigor but not for 
lack of accurate judgment, to which the 
authors could easily have had ample 
access. Cassandra is not an enticing 
figure but at least she was a better 
prophetess than Pollyanna. 

Mr. Randall is entirely right in point- 
ing out that the “efficiency ratio” is a 


misleading criterion where the design 
produces over-much deep or otherwise 
poor space. Nevertheless, many office 
buildings have been erected, and many 
more designed, as “maximum develop- 
ments” under the zoning ordinances of 
New York, Chicago, St. Louis (and the 
other cities whose restrictions the vol- 
ume summarizes), by architects who 
appreciate the practical importance of 
proper space and whose plans elim- 
inated poor space to the fullest degree 
practicable through a careful considera- 
tion of the actual problems of each lot. 
Surely, to have prepared for a few of 
these same lots alternative plans repre- 
senting ‘maximum developments” under 
Mr. Ford’s proposed ordinance—my sug- 
gestion—and to have compared the re- 
sulting capital costs, space, and income 
produced, with actual sound plans 
would not have compelled the considera- 
tion of a “myriad possible combinations 
beyond ready estimate.” But such a 
practical test would have been a valuable 
indication of whether Mr. Ford’s alterna- 
tive regulations would drastically affect 
the amount of development applicable 
to a given lot (as hinted in one passage) 
or would benefit and save the property 
owner from himself (as hinted in an- 
other). Without some such comparison 
we are left up in the air as to the conclu- 

sion of the whole matter. 
GraHam ALDIS 
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Book Reviews 


Fisher, Ernest M. and Smith, Raymond F. 
Lanp SuBDIVIDING AND THE RaTE oF 
Utiuization. Ann Arbor: University of 
Michigan, 1932. Michigan Business Stud- 
ies, Vol. IV, No.5. pp. 80. $y. 

Ever since the appearance of Professor 
Fisher’s Real Estate Subdividing Activity 
and Population Growth in Nine Urban 
Areas some three years ago the need has 
been apparent for a more realistic and ex- 
haustive study of subdividing activity. The 
relation of population alone to lots recorded 
annually filed to supply a satisfactory 
description, let alone an explanation, of 
what we have observed as an apparently un- 
guided expansion of urban areas. Hence 
this latest monograph by Professor Fisher 
and Mr. Smith will be greeted as a pro- 
gressive step toward discovering what has 
been going on in one urban area at least. 
While: Professor Fisher still confines his 
efforts primarily to description, the detailed 
picture which he has drawn is of immense 
value in itself, as well as for a basis of 
further studies in this and other areas. 

The purpose of this study is “to determine 
the relationship between population growth, 
real estate subdividing, or the preparation 
of sites for urban use, and the rate at which 
those sites were brought into utilization.” 
The locale chosen for this investigation is 
the metropolitan region of Grand Rapids, 
Michigan, which is a more or less self-con- 
tained urban area relatively free from the 
influence of major outside forces. It repre- 
sents that class of American cities which 
have had a fairly rapid growth with some 
boom periods in both subdividing and build- 
ing but does not show the extremely violent 
real estate activity characteristic of certain 
American cities. The period to be covered, 
that from 1909 to 1931, was determined 
largely by the availability of certain data, 
particularly those concerning building opera- 
tions, although it is regretted that the pic- 
ture does not include the events surrounding 
the urban real estate orgy of 1890 to 1893 
which seems to have been quite general 
throughout the country. 

The method consists in breaking down the 
Grand Rapids metropolitan region into 


smaller parts in order to coordinate more 
accurately the subdivision and building 
data. Activity in these separate areas is 
then analyzed in terms of the number of 
lots recorded annually, the number of lots 
brought into use each year, and the resultant 
number of vacant lots available at the end 
of each year. The major difficulties surround- 
ing the attainment of these various series 
centered about the determination of “lots 
utilized.” The chief guide to utilization was 
the issuance of building permits but the 
absence of such data for areas outside cor- 
porate limits and other allied difficulties 
necessitated certain approximations which 
need not be discussed Eee. Such problems 
must be solved as local conditions and 
available data dictate and the necessary 
makeshifts may be overlooked, for the lack 
of adequate data for studies of this kind is 
generally recognized and the development 
of a working method, even though not 
thoroughly refined, is to be commended for 
the sake of pioneering in the field. 

But of more general interest than the 
method are certain of the conclusions as to 
the history of urban development in Grand 
Rapids. Particularly interesting is the de- 
crease in the percentage of vacant lots 
relative to total lots of record from 45.2% 
in 1909 to 43.9% in 1931; in other words, 
the number of lots utilized has increased 
slightly faster than the annual recordations. 
This fact raises questions at once as to what 
extent this situation may obtain in other 
urban areas and to what extent it is attribut- 
able to local conditions in Grand Rapids, 
such as the multi-family factor, transporta- 
tion, elements conducive to home owner- 
ship, etc. But this slightly greater speed of 
utilinedion has not been sufficient to keep 
Grand Rapids from joining the ranks of the 
“oversubdivided” cities, for “if utilization of 
lots should continue at the average rate 
prevailing between 1909 and 1931 
it would require 34.9 years to absorb into 
use all of the lots which are now vacant.” 

The Grand Rapids data show also that 
periods of subdividing activity have coin- 
cided quite closely with periods of building 
activity. Again we ask, is this a usual co- 
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incidence? A closely related phenomenon is 
the tendency in Grand Rapids for the 
fringe of development to be far flung at one 
period, with development in the succeeding 
period or two tending to fill in the gaps left 
in the course of the previous rapid spread. 
Probably eventually this slack must be 
taken up, to a considerable extent at least, 
but is the process usually quite so regular as 
Professor Fisher’s amoeba-like diagrams, 
depicting successive bulges in subdividing 
and building, show it to have been in Grand 
Rapids? 

Space does not permit further comment 
upon the details of the Grand Rapids 
picture. Interesting though they are in 
themselves their real significance will appear 
only when similar studies give comparable 
data for other cities with which to test the 
general applicability of the conclusions 
drawn here and to develop generalizations 
of wider significance. 

Mention should be made of the final 
section of the monograph which attempts to 
estimate the cost of excessive subdivision. 
While materials were not available for an ex- 
haustive study, approximations show that 
the investment in unutilized land in Grand 
Rapids, even without inclusion of the tax 
burden involved, is an amount more than 
sufficient to pay off the city’s entire gross 
debt. The fact of such enormous waste, 
which is doubtless duplicated in many 
cities throughout the country, should stimu- 
late further studies leading to constructive 
suggestions for the control of subdividing 
activity. 

Heten C. Moncuow. 


_Clay, Cassius M. Recutation or Pustic 


Uritities. New York: Henry Holt 
and Company, 1932. pp. Xt, 709. £3.50. 

At a time when public utilities and the 
gaps in regulating them are prominent in the 
political arena, Mr. Clay’s book should be 
welcomed by many conscientious citizens 
who feel bewildered by the technicalities of 
the subject. Mr. Clay isa New York lawyer. 
He has become: interested through a wide 
reading of material concerning public utili- 
ties; and he has sought to give a non- 
technical survey of what appear to him as 
the chief current problems of public utility 
regulation. As he himself describes his 


-essay: ““The theme of the present volume is 


the interaction of the relentless economic 


forces responsible for the growth of modern 
utility services with the forms and processes 
of democratic government provided for in 
the Federal Constitution.” His own de- 
scription betrays his legal interest. 

As a survey, the author willingly concedes 
his book is not profound, erudite, or tech- 
nical. Mr. Clay makes no pretensions on 
that score. His is a legally trained mind be- 
come aware of the economic nature of many 
legal problems, particularly those involving 
utilities. He is humble and not dogmatic in 
the face of recognized complexities. Never- 
theless, the book exhibits a clear grasp of 
certain essential areas of controversy; and 
in addition to being humble, the author in- 
clines to the liberal side of many contro- 
versial issues. . 

In the first section of the book, rate regu- 
lation is the major theme, especially the 
valuation problem. The standard Supreme 
Court cases are reviewed, and the weight 
increasingly given to present cost of repro- 
ducing the plant is duly noted. Mr. Clay, 
however, makes his obeisance to the econo- 
mists, and expresses a preference for the 
views of the Court’s minority, led by Mr. 
Justice Brandeis, in favor of “prudent in- 
vestment.” Relatively little attention is 
given to the other half of the valuation prob- 
lem—the rate of return. 

The second major division of the book em- 
braces material best described in the short 
phrase, “Federal versus State Regulation.” 
Like so many lawyers interested profes- 
sionally or avocationally in constitutional 
history, the problem of distributing regula- 
tory authority between the Federal Govern- 
ment and the states is of crucial interest. 
Mr. Clay’s interest is focused by the tend- 
encies within the utility industries to escape 
beyond the boundaries of state authority, 
exemplified especially by the growth of inter- 
state transmission of electricity and the 
rapid development of holding companies. 
Mr. Clay reviews the salient proposals put 
forward during the past few years. He con- 
cedes the need for expanding regulatory 
authority. For interstate transmission he 
inclines to the joint federal-state board idea; 
but for holding companies, he seems to prefer 
a greater degree of state control. 

The last section of the book is, in a’sense, 
a plea for a “living Constitution.” Mr. Clay 
takes his stand as a follower of Mr. Justice 
Holmes, believing that the Constitution 
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must be interpreted flexibly to meet changing 
conditions. 

As a whole, the book has an easy style, 
though it is marred by too many quotations. 
Nonetheless, as an addition to the literature 
of popular education on these questions, it 


has distinct merits. 
E. W. MorEnouse 


Home Finance AND Taxation. Washing- 
ton: President's Conference on Home 
Building and Home Ownership, 1932. 
Dp. xiv, 278. $1.15. 

The fundamental purpose of these investi- 
gations and reports was the analysis of the 
problems that must be solved in order to 

rovide adequate housing and, preferably, 

a ownership for anyone of sound charac- 
ter and industrious habits. Inability of home 
owners to meet home financing charges be- 
cause of heavy tax burdens becomes the 
cause of many foreclosures, and shows the 
intimate relationship of the problems con- 
fronting the two committees. 

The Committee on Home Finance, ap- 
proaching the problem of financing from the 
standpoint of lending agencies, favored ade- 
quate safeguards for these agencies as a 
means of lowering the purchase price for the 
home buyer. Thus, the Committee recom- 


‘mends that 25% of the purchase price be 


provided by the buyer from his savings in 
order that lenders may assume less risk and 
may lower borrowing rates. The Committee 
also recommends long-term financing in 
order to avoid renewal charges and commis- 
sions. The legal difficulties of foreclosure 
raise financing costs for home buyers, and 
therefore foreclosure laws should be so 
modified as to provide easier foreclosures, 
while redemption privileges should be ex- 
tended. The report also points to the need 


‘for neutral and reliable appraisals, but the 


solution for this difficulty remains undis- 
closed. . 

The most valuable part of the entire re- 
port is the appendices which show some effort 
has been made to accumulate data and re- 
liable information relating to methods and 
needs of home financing, but ‘the answers to 
the questionnaires of the research assistants 
show that the Committee met with little 
cooperation, except from 21% of the life 
insurance companies, 23% of the building 


-and loan associations, and 884 members of 


the savings bank division of the American 


Bankers Association, and was consequently 
forced to generalize upon insufficient data. 

The chief shortcomings of the report con- 
sist in the narrow point of view from which 
the study was made. Assuredly there was 
justification for assuming the point of view 
of the lending agencies but there was no 
justification for omitting the point of view 
of the borrowing home owner. His interest 
in preserving mobility; in facilitating pur- 
chase by marginal home buyers; in the 
problems forced upon him through no fault 
of his own by a falling price level, or a rising 
price level; in the need for adequate pub- 
licity for scientific and accurate appraisals 
of land and building values has received 
consideration very indirectly, if at all, from 
the Committee on Finance. In fact, re- 
garding the extension of easy credit for home 
construction, the Committee is inclined to 
believe that it is undesirable because it im- 

airs the market for property which has 
we foreclosed by lenders. On the whole, 
therefore, the report of this Committee is 
distinctly inadequate, and points to the 
tremendous need for further study and ac- 
cumulation of reliable data of vital interest 
to prospective and present home owners and 
lenders. 

In marked contrast, the report of the Com- 
mittee on Taxation shows a depth and 
breadth of view in analyzing the problems of 
home ownership. After a valuable analysis 
of the incidence of real estate taxes, the Com- 
mittee finds that the concentration of heavy 
property taxes on real estate “discourages 
and materially restricts home ownership.” 
Moreover, the Committee finds that home 
owners are not in a class by themselves, de- 
serving of special treatment or exemptions, 
but that the home owners should seek re- 
dress of their grievances through measures 
designed to relieve real estate in general of 
the undue burdens of taxation. The Com- 
mittee concludes that exemptions to home 
owners, or to improvements, are undesirable 
and that more lasting benefits will be derived 
through the reduction in the number of ex- 
isting exemptions and concessions. Sub- 
stantial relief is to be found in the improved 
assessment and administration of tangible 
property taxes (perhaps with some exemp- 
tion for household effects); in the use of 
income taxes which are accompanied by 
adequate legal checks upon public expendi- 
tures; and in classified. property taxes 








wherever special limited income taxes upon 
intangibles cannot be legally used. If in- 
come taxes are to afford substantial relief, 
it is manifest that the exemptions in the 
several states must be lowered, the rates and 
administration adjusted to the federal in- 
come tax, and the property off-set provisions 
abandoned. Other revenues are considered 
with the recommendation that they be 
made to fit into the tax program as a whole. 

Concerning the reduction in public ex- 
penditures as a relief measure, the Com- 
mittee finds that certain expenses, such as 
interest on public debt, actually increase, 
and that reduction must proceed along routes 
which do not impair public efficiency. Like 
the report of <a Committee on Finance 
the appendices to this report contain much 
valuable information for those interested in 
home taxation. On the whole, the report of 
this Committee shows maturity of thought 
and sane and tolerant consideration of 
problems, in view of the pertinent evidence 
available. Both reports leave the reader 
with a realization of the crying need for the 
accumulation of reliable, statistical informa- 
tion and further research. 

Ernest H. Haune 


Pegrum, D. F. Rate THEoRIES AND THE 
CauirornNiIA RatLroaD Commission. 
University of California Publications in 
Economics, Vol. 10. Berkeley: Uni- 
versity of California Press, 1932. pp. vii, 
165. $2.50. 

The present work deals with theories of 
both the general level of rates and particular 
rates as revealed in opinions of the Cali- 
fornia Railroad Commission during a period 
of almost 20 years. The closing date of the 
study is not given. Evidently the author’s 
examination of cases has not included those 
as late as J: “rH co a eles Gas and ee. 
Corporation (35 C. R. C. 443 (1930); U. S. 
D. C. (Cal.), April 8, 1932), which brings up 
important developments in rate regulation. 

A sketch of the history of regulation in 
California opens the way for a review of the 
Commission’s views on fair value. It has 
consistently adhered to the prudent invest- 
ment theory as the only sound basis upon 
which a fair return should be earned. Fair 
return, considered by the Commission as of 
the time of inquiry, has ranged from 6.5% 
to 8% depending on the nature of the busi- 
ness. The author believes that, as theories 
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are now applied by the California Commis- 
sion and Interstate Commerce Commission, 
utilities cannot earn an average fair return 
over a period of years, since earnings in time 
of depression fall below the legal maximum 
which is a fair return. 

The major portion of the monograph dis- 
cusses the important problem of the proper 
standards of determining individual rates. 
Cost of service, what the traffic will bear, 
competitive rates, potential competition, and 
comparative rates, in turn are traced through 
the Commission opinions. Each basis has 
several aspects or meanings, and is variously 
applied by the Commission according to the 
circumstances of the case at hand. More 
often than not, the theory used is modified 
by other rate-making principles. 

In his concluding chapter, Mr. Pegrum 
points out that no rule of thumb can be used 
to arrive at a particular rate, nor will any 
single theory suffice. Rate differentials re- 
flect social considerations and the relative 
ability of the several classes of business to 
bear the charges. But, in general, so far as 
it is feasible, regulatory bodies lean toward 
cost as a determinant of particular rates. 
The starting point in the making of rates, 
therefore, is the financial need of the utility, 
which is met only by control of the general 
rate level. Consequently, ‘“‘although other 
knotty problems are looming up rapidly, 
this is, at the moment, the ins Si in utility 
control.” 

Pointing out several pertinent current 
problems which still await solution, Mr. 
Pegrum concludes that despite its precedent- 
bound procedure, the California Railroad 
Commission has made substantial contribu- 
tions to the development of a sound policy 
of regulation. But “what is needed now is a 
dynamic policy which frankly recognizes the 
inadequacy of early theories and practices 
for the solution of present issues.” 

Mr. Pegrum has written a good book, one 
well worth the attention of students of 
utility control. 

Husert F. Haviik 


Bartholomew, Harland. Ursan Lanp Uszs. 
Cambridge: Harvard University Press, 
1932. pp. xvi, 174. $3.50. 

This analysis of urban land uses is based 
upon the author’s conviction that the use 
districts prescribed by zoning ordinances 
have been prescribed in many instances with- 
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out sufficient knowledge of the facts involved 
or of adequate standards of reference. Mr. 
Bartholomew, therefore, has undertaken to 
discover the facts about land uses in several 
urban centers and to construct therefrom 
guides for future zoning programs or for the 
revision of existing zone plans. 


His method is to describe the present situa- 
tion in these selected cities with respect to 
the amount of land which is devoted to 
various uses, as well as the amount of land 
which is vacant. For comparative purposes 
and for purposes of generalization, these 
amounts are expressed as ratios: the ratio 
of single-family area, for example, to total 
urban area; the ratio of single-family area 
to the “developed area”; the amount of 
single-family area per 100 of the population, 
etc. From this array of ratios for the several 
cities Mr. Bartholomew has then derived 
an average figure for each type of use, which 
he proposes as a norm or guide to the ap- 
proximate proportion of its area which a 
given city should devote to each particular 
use. 

Space does not permit, nor is this the place 
for, discussion in detail of the specific find- 
ings as to the various amounts of land in the 
different use categories in the several cities, 
although many interesting comments are 
suggested by an examination of the figures. 
More pertinent is a brief consideration of the 
data which Mr. Bartholomew has employed 
and of their applicability for the purpose he 
suggests. 

The data on land-use experience are 
drawn from a total of 22 cities: 16 self- 
contained cities and 6 satellite cities. These 
range in size from about 9,000 to 300,000 
in the first group and from about 1,500 to 
23,000 in che second. Mr. Bartholomew 
seeks to establish the representative charac- 
ter of his sample by showing what proportion 
of the urban population of the country lives 
in cities belonging to the same size groups as 
those used in his study and by pointing out 
the geographic distribution of the selected 
areas. But size is not the only criterion of 
represenitativeness and the reviewer wishes 
that more attention had been given to the 
character of the cities included and the effect 
of that character upon their physical layouts. 
Nor can the reviewer escape the fact that the 
findings of the study are, after all, based 
upon the experience of only 22 out of the 
1,833 cities in the United States having more 


than 5,000 population. 

Asa sito of this proposition it follows 
that too great reliance should not be placed 
upon the generalizations following from the 
averages here derived. Especially is this 
warning valid in view of the occasional wide 
divergence among the items from which the 
average is calculated. However, it may be 
that future similar studies will substantiate 
in large measure the averages which Mr. 
Bartholomew has found, but in the mean- 
time they should be used with caution and 
with full realization of the limited data on 
which they are based. 

These limitations are recognized from time 
to time by the author and these points are 
not advanced in criticism of Mr. Bartholo- 
mew or of his method. He has classified and 
analyzed admirably the material in his pos- 
session and deserves credit for making avail- 
able this accumulated experience. If other 
city planners who have similar data at their 
command would follow his example, the 
profession itself and the city legislators who 
formulate zoning regulations would have a 
body of data which would constitute a better 
foundation for zoning practice. 

HeEten C. Moncuow 


Smith, Nelson L. Tue Fair Rate or Re- 
TURN IN Pusuic Utitity REGULATION. 
Boston: Houghton Mifflin Company, 
1932. pp. x1tt, 334. $3. 

After the volumes written about the rate- 
base in public utility valuation, it is refresh- 
ing to find a book focusing on the rate of 
return. This has virtually and until quite 
recently been the “forgotten man” in valua- 
tion. Nevertheless, Professor Smith does not 
ignore the partnership of the rate of return 
with the rate-base in determining a reason- 
able level of rates. 

This partnership indeed is a major theme 
of the first chapter which gives the economic 
and legal setting of the subject. In succeed- 
ing chapters the author breaks the “fair 
return” concept into its economic elements; 
ties together the return on capital and the 
level of rates for service to consumers; seeks a 
mathematical measure of rates of return 
allowed and of rates that would be fair; 
analyzes the factors affecting fair rates of 
return, as disclosed by commissions and 
courts; and concludes that in recent years 
the utilities have enjoyed a higher return 
than was justified. 








Professor Smith’s basic assumption is an 
economic system ruled semi-automatically 
by competition. In most of our system, he 
recites, competitively determined prices and 
rates of return on capital apportion our 
productive resources and activities in more 
or less orderly fashion to meet the needs and 
demands of consumers. Public utilities are 
exceptions. In these industries competition 
does not work at all or works wastefully. 
Hence they are regulated. The task, there- 
fore, of a regulatory commission is to “pinch- 
hit” for competition, to reach the same 

rices and rates of return that would be set 

y competition if that force were allowed to 
enter and were to operate without too much 
waste. 

Hence, to Professor Smith a cost of repro- 
duction rate-base is economically defensible, 
logical, and desirable because it gives effect 
to current competitive prices, costs, and the 
proper “apportionment of productive power” 
so as to prevent “over-investment when 
values fall and under-investment when val- 
ues rise.” Similarly the rate of return in a 
regulated industry should reflect current 
“opportunity costs,” if investments are to 
be apportioned properly throughout the sys- 
tem in accordance with the “competitive 
pattern.” This simply means that a utility 
should be permitted to earn on a reproduc- 
tion-cost base only the returns yielded from 
competing investment opportunities at the 
time of the inquiry. 

Briefly stated, this is the theoretical foun- 
dation of Professor Smith’s “calculated 
norm-rate of return.” To the average year- 
by-year public utility bond yield, 1915-1928, 
he adds .5%, representing one-half the aver- 
age difference between bond and _ stock 
yields, which is based on a 50% stock capital 
structure. Admitting that this index is only a 
“rough approximation,” it nevertheless 
forms the basis for a comparison with the 
rates of return allowed by commissions. 

To obtain an index of allowed rates of re- 
turn, Professor Smith examined over 1,200 
commission and court decisions from 1915 
through 1928. Of these over a 1,000 stated 
specific percentages. These he grouped into 
frequency tables by utilities, by years, and 

-by percentages, ranging from 4% to above 
10.5%, at :§% intervals. An arithmetic aver- 
age of the rates of return allowed in each 


year gives his index for the period, 1915- | 


1928, inclusive. He then combines the in- 
dexes for each utility into an over-all index 
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of the, “average fair rate of return” and com-. 


pares this with his “calculated norm-rate of 
return.” The curves of these indexes, drawn 
on semi-logarithmic scale, show that the 
average rate of return allowed public utilities 
was above the “calculated norm” in every 
year except 1920, and substantially above 
during 1915-1917 and 1923-1928, inclusive. 
From such figures Professor Smith concludes 
that regulatory agencies have not, par- 
ticularly in recent years, fixed rates of re- 
turn according to economic principles, and 
that the rates allowed have been higher than 
was economically necessary, wise, or fair. 

Professor Smith has read copiously among 
commission and court opinions, and articles 
and books by economists and lawyers. He 
has analyzed and arranged the ideas found 
therein, and done this ingeniously and often 
suggestively. Unfortunately, however, if he 
intended to change the minds and practices 
of wayward judges and commissioners, he 
puts his material into the molds of theoretical 
economics. He loses in persuasiveness by 
doing this as well as by so emphasizing his 
theory—regulation, the substitute for com- 
petition—that highly relevant material in 
corporate finance and commission practice 
is neglected. 

For example, no consideration is given to 
capital turnover and the operating ratio in 
relation to the necessary rate of return. 
The possible effects of holding company 
capital structures upon the operating sub- 
sidiaries and the reasonableness of the 
latter’s rates of return are ignored. -In 
applying the opportunity cost concept, em- 
bodied in average bond yields, the implicit 
assumption seems to be that bonds are 
homogeneous, standardized commodities. 
Is this true? Do we not have to consider 
the “opportunity costs” of different grades 
of bonds, classified according to investment 
ratings if no better gauge is handy? Other- 
wise, if an average bond yield. is used as a 
benchmark, the rate of return allowed a 
high-grade company might be more than 
“fair” and that for.a new or poor company 
might be less than fair or necessary. 

In truth, the reviewer believes Professor 
Smith gives too much weight to “oppor- 
tunity cost” bond yields as a measure of 
“fair” rates of return. Logically, this con- 
cept fits his basic assumption of aping the 
results of competition; similar logic is behind 
his adherence to the cost of reproduction 
standard. In an established policy, admit 
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ting of variations to suit special cases, it 
seems more sensible and defensible to base 
the reasonable rate of return for a given 
company upon that company’s actual his- 
torical cost of raising various kinds of 
capital, checked for reasonableness by the 
experienced costs of other comparable com- 
— and by a current “opportunity cost” 
ond yield. This deflates Professor Smith’s 
apparent main reliance to the status of but 
one check of the reasonableness of actual 
costs. After all, what is a fair and reasonable 
rate of return cannot be answered by a 
single formula, for it is a very individualized 
problem, often peculiar to a particular com- 
pany. This can be illustrated by some ques- 
tions raised by some of the author’s state- 
ments on pages 193-194. Are low rates of re- 
turn earned a symptom of (1) over-invest- 
ment, (2) economical capital-raising, (3) 
severe competition and high risk, (4) poor 
management, 6) depression? Indeed, it is 
exceedingly difficult to treat satisfactorily 
the rate of return as a general proposition. 
In my judgment, we need more analyses of 
individual company experience, studying 
the rate of return in its relation to particular 
corporate financial policies. 
Statistically, Professor Smith’s figures 
can hardly be said to present more than a 
rima facie case. His index of public utility 
nd yields, although it covers high-grade 
issues primarily, averages a considerable 


range of borrowing costs. It appears to be a 
yield on market prices rather than yield at 
offering prices, and overlooks the contractual 
nature of bond interest. The factor of bank- 
ers’ margins is relegated to a footnote. 
Adding only % of 1% to market bond yields 
as extra compensation to stockholders for 
risk seems inadequate even to those who 
contend that risks in public utilities are at a 
minimum. 

Finally, the reviewer has some misgivings 
about Professor Smith’s two premises. Space 
is lacking for deservedly careful analysis of 
the proposition that regulation should ape 
competition. This is a time when our ideas 
of the role of competition are undergoing a 
rather drastic revision. His other proposi- 
tion, that over- and under-investment in a 
given public utility industry can and must 
be controlled primarily through the allowed 
rates of return, seems to me bending theory 
to the wish. While allowed rates of return 
affect the ebb and flow of capital funds, they 
do not control in a precise way. To accom- 
plish the purpose he has in mind, it seems 
more essential for a commission to have con- 
trol over capital additions. Professor Smith 
would simply reduce the rate of return to 
retard the inflow of new capital into a 
saturated industry; but this might more 
directly tend to impair the capital already 
invested and hamper the maintenance of 
adequate service. 

E. W. Morenouse 
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FEDERALIAND STATE Tax Systems. Chicago: 
Commerce Clearing House, Inc., 1932. 
jrd ed. pp. 0, 145.% $I0. wee 

It is not an easy task, within the com- 
pass of a brief review, to do justice to 

Federal and State Tax Systems. The volume 

divides itself into three main sections. The 

first 60 pages give a factual presentation of 
the taxing systems for the National Govern- 
ment, the 48 states, Alaska, District of 

Columbia, and Hawaii. The next 40 pages 

give in similar fashion the tax systems in 

vogue in 23 foreign jurisdictions. With 
the exception of Africa, every continent is 

Sens by at least one jurisdiction. 

The remaining pages are devoted to what 


are called status tables, containing a wide 
variety of tax matters. 

The chart form in which the informa- 
tion is presented gives the reader a quick 
and comprehensive picture of a jurisdic- 
tion’s tax system. In general, more space is 
devoted to the tax systems of southern 
states than to those north of the Mason 
and Dixon line. Less than a half page is 
needed to present the tax system for Indiana, 
while in the case of Alabama nearly as much 
space is needed as for the National Govern- 
ment itself. However, Minnesota is shown 
to have gone quite as far in the direction of 
diversification as have any of the southern 
states. The universality of the tax on general 











property, the status of the taxation of in- 
comes and intangibles, the taxation of chain 
stores, taxes on consumption and specific 
commodities, and the attempts made by 
various states to diversify their taxing 
systems and thus derive more revenue from 
other sources than tangible property are 
but a few of the many items on which the 
student of taxation can obtain factual ma- 
terial in this volume. 

A superficial or casual inspection of the 
volume will fail to reveal its comprehensive- 
ness. Wisconsin may be used here for 
illustrative purposes. On page 59 is pre- 
sented the tax system of the State, but in the 
tax status section on 23 other pages addi- 
tional information is given for 30 different 
tax items, such as taxation of real estate and 
of tangible personal property, taxation of 
banks, motor vehicle fees, income tax rates, 
etc. Other states are similarly treated so 
that comparisons may be made not only 
between states but with foreign jurisdictions. 

The last few pages are devoted to tax 
collection data. It is regretted that more 
complete information could not be pre- 
sented for tax yields. For some states only 
tax collections for state government are 
shown. In no case is the split shown be- 
tween the state and local governments. 
However, when complete collection data 
are shown for a state, the disposition of these 
funds may be estimated by reference to 
that state’s tax chart. Tax administrators 
generally are interested in knowing what 
proportion of the tax load is borne by 
tangible property as compared with other 
tax bases, and also what tax revenues go 
to the support of the state governments in 
contrast to local governments. On all 
these tax matters this volume acts as a 
ready reference work. Federal and State 
Tax Systems should be a force making for 
greater uniformity and harmony among 
the different states and the National Govern- 
ment in working out their various systems 


of taxation. 
L. B. KRuEGER 


Sakolski, A. M. Tue Great AMERICAN 
Lanp Busse. New York: Harper 
and Brothers, 1932.. pp. 385. $3.50. 


This book is disappointing. The author 
uses the terms “land-grabbing,” “land- 
jobbing,” .“‘town-booming,” etc., with fre- 
quent relish unconfined by definition. 
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He describes a multiplicity of speculations 
which would have been more interesting if 
less of a catalogue and more of an analysis oj 
the causes—if only of the failures (for Pro- 
fessor Sakolski touches but very briefly on 
successful land speculation). 

The later chapters, like “Jay Cooke’s 
‘Banana Belt,’” describing one operation 
alone, are more interesting, although no- 
where has the narrative much elan. The 
author shows wide acquaintance with sec- 
ondary sources. 

GraHaM ALDIS 


PLANNING FoR Resipentiat_ Districts. 
Washington: President's Conference on 
Home Building and Home Ownership, 
1932. pp. xvli, 227. $1.15. 


Planning for Residential Districts was 
the first report to be issued from the Presi- 
dent’s Conference on Home Building and 
Home Ownership. It contains the reports 
of four separate committees of that Confer- 
ence: the Committees on City Planning and 
Zoning; Subdivision Layout; Utilities for 
Houses; and Landscape Planning and Plant- 
ing. In addition to these reports the book 
contains two important appendices: a study 
of the Relation of Size of Lots to the Cost of 
Utilities and Street Improvements in Low 
Priced Housing Developments and the report 
of a special group on Housing in Unincor- 
porated Areas Adjacent to Cities. In this, 
as in other volumes in the Conference series, 
these additional items contain some of the 
best material in the volume. Particularly 
important is the inclusion of the discussion 
of the planning problems in unincorporated 
areas which too frequently fall outside the 
jurisdiction of planning authorities and thus 
constitute weak links in the extension of 
planned land utilization. 

As is evident from the titles listed the book 
“deals primarily with the home surround- 
ings,” but reference to subsequent publica- 
tions of the Conference seeks to relate the 

roblems of this field to the other aspects of 
lone building and home ownership. The 
variety of subject matter covered in the vol- 
ume precludes detailed comment. All that 
can be assayed in this limited space is a 
brief evaluation of its contribution. 

Probably one of the major contributions 
of this report, as well as of the Conference 
itself, is the focussing of attention upon the 
coordination of the various phases of a home 
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building and home owning program. Sub- 
division control or zoning without founda- 
tion in an official city plan, zoning without 
adequate reference to oe value and taxa- 
tion data cannot produce satisfactory results. 
This interrelatedness of the several aspects of 
the planning of residential districts is further 
strengthened by the emphasis which is placed 
upon the development of neighborhood units, 
especially in the reports on city planning and 
zoning and subdivision layout. 

The reports stress also the necessity for 
adequate legal sanctions for planning and 
building programs. 

Finally, the emphasis of these reports, as 
well as the others in the series which have 
appeared to date, upon the need and de- 
sirability for further research as the basis 
for any comprehensive program is indeed a 
point well taken. Nor are the Committees 
content merely to indicate the need. They 
list as a part of their reports specific re- 
search projects designed to yield factual ma- 
terial essential for a action. Such lists 
are not exhaustive, but they are suggestive 
and the hope may be expressed that they 
will call forth further investigations of a 
practical value along these and related lines. 

HELEN C. Moncuow 


Edie, Lionel D. Economics: PrincipLes 
AND Pros.iems. New York: Thomas Y. 
Crowell Co., 1932. pp. xx, 859. $5. 


In a much more thorough and extensive 
revision than is usually attempted in a gen- 
eral economics work, the author of this vol- 
ume has clarified the theoretical discussion 
as well as introduced more recent and up-to- 
date illustrations and statistical information. 

To the readers of the Fournal, Part VIII of 
the work will be of greatest interest. Here 
an attempt is made to paint with a broad 
brush a picture showing the infinite number 
of points at which public control of economic 
activities has been introduced. The author 
clearly recognizes the existence of a reciprocal 
relationship between the political and eco- 
nomic structures of society. He places upon 
the government the duties of cooperation, 
direction, and reconstruction, where eco- 
nomic conditions have failed to right them- 
selves or have adjusted themselves so slowly 
as to bring about great hardship to many 
during the transition period. 

No effort is made to go into the technical 
oapeer to which such control gives rise. 

his task is left to specialized books in the 


various fields. It is encouraging, however, 
to find recognition in a general economic 
treatise of the significance of the problems 
herein enumerated. 

Joun W. Boatwricut 


James Harlean, editor. American Civic 
ANNUAL. Washington: American Civic 
Association, Inc., 1932. pp. x,276. $3. 


This fourth volume of the American Civic 
Annual continues the policy of summarizing 
conveniently the year’s achievements in 
planned utilization of our natural resources. 
The 1932 edition, while somewhat smaller 
than the preceding issues, still chronicles 
very considerable accomplishments in this 
field “despite the depression.” In fact, as 
one of the contributors to the volume points 
out, times like the present afford excellent 
opportunities “to consider and study funda- 
mental problems which were ignored in the 
rush of individual planning movements.” 
In other words, he pleads: for the greater 
economies to be achieved by a continuance 
of scientific planning than by curtailment or 
actual elimination of planning expense at 
such times as these. 

This edition follows the same general plan 
as the previous volumes, dividing the ma- 
terial into four divisions as it pertains pri- 
marily to the nation, the various regions, 
the states, or the cities and towns. Inci- 
dentally, this division appears rather arbi- 
trary and stilted; a division along functional 
lines would seem to offer more constructive 
possibilities. 

The separate articles are essentially de- 
scriptive of specific projects and programs 
rather than critical or analytical of the aims 
and purposes sought to be achieved. The 
land economist, of course, finds most inter- 
esting those items which are concerned with 
land values, home financing, conservation, 
etc., which emphasize the economic, as well 
as the physical, elements in planned land 
utilization. In this group belong Mr. John 
M. Gries’ description of “The President’s 
Home Building and Home Ownership Pro- 
gram”; Mr. Robert Whiten’s, “Is Land- 
Overcrowding Necessary?”; Mr. Jacob L. 
Crane, Jr.’s outline of the Iowa Conserva- 
tion Plan. And always of interest are the 
stock-takings and consideration of trends 
and tendencies of a profession as viewed by 
its own members. Such are the contribu- 
tions of Mr. Shurtleff and Mr. Bartholomew 
in this volume. HeE.en C. Moncnow 








Babcock, Frederick M. Tue VALUATION OF 
Reat Estate. New York: McGraw- 
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Hough, Eleanor M. Tue Co-oPERATIVE 
OVEMENT IN Inp1A. London: P. 8S. 
King & Son, 1932. pp. xxvii, 340. 

15 shillings net. 


HovusInG AND THE Community; Home Re- 
PAIR AND REMODELING. Washington: 
President’s Conference on Home Building 
and Home Ownership, 1932. pp. x0, 291. 
$7.25. 

Housinc OBJECTIVES AND Procrams. Wash- 
ington: President's Conference on Home 
Building and Home Ownership, 1932. 
pp. xxv, 345. $1.15. 


Kingsbury, Susan M. and Fairchild, Mildred. 
EMPLOYMENT AND UNEMPLOYMENT IN 
Pre-War AnD Soviet Russia. Hague, 
Holland: International Industrial Rela- 
tions Institute, 1931. pp. 132. 


Taylor, Alonzo E. Corn anv Hoc Surpius 
oF THE Corn Bett. Palo Alto: Stan- 
ford University Press, 1932. (Food Re- 
search Institute.) pp. xxt, 658. $4.50. 


Wortp Socitat Economic PLANNING, with 


Addendum. Hague, Holland: Interna- 
tion Industrial Relations Institute, 1932. 


DD. lxiti, 935. $2.50. 














